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CREATING A 21ST CENTURY GOVERNMENT

FRIDAY, JULY 14, 1995

HoOUSE OF REPRESENTATIVES, _
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Parma Heights, OH.

The committee met, pursuant to notice, at 10:06 a.m., in the
Greenbrier Theatre, 6200 Pearl Road, Parma Heights, OH, Hon.
William F. Clinger, Jr. (chairman of the committee) presiding.

Present: Representatives Clinéer, Schiff, Zeliff, Horn, McIntosh,
Flanagan, LaTourette, Sanford, C. Collins.

Also present: Representative Stokes.

Staff present: Jim Clarke, staff director; Kristine Simmons and
NlIor]l(ty Tripp, professional staff members; and Judith McCoy, chief
clerk.

Mr. CLINGER. The Committee on Government Reform and Over-
sight will come to order.

First of all, I want to welcome everybody to this hearing with the
full Committee on Government Reform and Oversight. It is our
first hearing on what we call creating a 21st century government.

VoICE. We cannot hear you back here.

Mr. CLINGER. OK. How is that?

VoICE. That is fine.

Mr. CLINGER. OK. Again, I will welcome everybody here for what
is our first hearing in a series of hearings we intend to hold around
the country soliciting the views and suggestions for how we can
make government work better, work more smoothly and work more
efficiently. Our overall goal is to fashion a government that will be
adequate for the 21st century.

Before I go any further, I want to thank a distinguished member
of this committee and this area’s Representative in the Congress,
Steve LaTourette, for hosting the committee today. And also to
thank his staff and all of you for putting up a lot of hard work to
ensure the success of this hearing today.

Steve, I believe you would like to introduce our host.

Mr. LATOURETTE. I would, and I thank you, Mr. Chairman. I
want to begin by welcoming you and the other members of the com-
mittee to northeastern Ohio and Cleveland. I do not want to sound
too parochial, but I think that you have made an excellent choice
for the first field hearing as this committee determines ways to re-
structure the Federal Government to make it more responsive and
less intrusive and less expensive to operate.

I want to also chime in and add my thanks to Mayor Paul
Cassidy and the city of Parma Heights and his service director, Joe
Tal for their cooperation.

1
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At this time, I would like to introduce Mayor Cassidy and invite
him to issue words of welcome on behalf of the city. [Applause.]

Mr. Cassiny. Wisely, the Chair informed me that I was allowed
30 seconds. [Laughter.]

Welcome to Parma Heights, OH, U.S.A. We are very pleased,
very proud to have you here to conduct these hearings. When I was
a boy, they used to say Congress does not run, it waltzes. I have
changed it now that Congress does not run, it travels.

In the past, we have had school boards and hospital boards and
all sorts of agencies of government come and conduct their meet-
ings and their hearings in a setting like this, but this is the first
time ever that we have had the Congress come to us instead of us
needing to go to the Congress. I think it is great on behalf of the
people of the city of Parma Heights, and more than that, on behaif
of the people of this part of Ohio, I want to thank you and tell you
if there is anything we can do to make your day here both proc{uc-
tive and comfortable, we will certainly do it.

Thank you for being here. [Applause.]

Mr. CLINGER. Thank you very, very much, Mayor Cassidy. We
look forward to spending the day in your fine city.

I also want to acknowledge the presence today of the dean of the
Ohio delegation, Representative Stokes, who is joining us here and
we are grateful to have his attendance at this initial hearing.

This morning, we are going to hear from a number 0? distin-
guished witnesses, all, I think, with insight and experience in cre-
ating a leaner, more efficient and more effective organization from
businesses or governments that were less than lean and mean. Our
hope is that we can learn from these witnesses and then apply
those lessons to our efforts in Washington to ensure that we have
a Federal Government that is ready to serve this Nation today and
into the next century.

Our efforts at the Federal level go beyond streamlining executive
departments and agencies. We are engaged in a radical restructur-
ing of our institution that will take us into the 21st century. We
need to step back from the Federal Government we have today and
ask the questions that business and local and State leaders have
been asking of their own organizations; is this organization de-
signed to meet our needs today and in the year 2000 and beyond,
or ri’s it left over from the days before microwave ovens and color
TV?

It is critical that we refocus government on those essential func-
tions that it must perform and consider whether government
should be involved in any activity if it cannot do it well. In fact,
in our quest to do things better, it seems all we have done is make
the Federal Government bigger. Look at the chart over on the far
left there. In 1985, you can see from the chart, there were 1,013
Federal domestic programs; today, there are 1,390 programs ad-
ministered by 53 separate agencies. To support these programs and
the bureaucracy that runs them, Federal income tax receipts today
have grown to an amount 13 times the amount they were in 1960.
Today, it takes nearly 3 times as many days of work, 126, to pay
off all Federal, State and local taxes as compared with the 44 days
required to pay them off in 1930. The Cost of Government Day
chart up there is the day on which the American taxpayer finally
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paid off his or her share of the financial burden of government, in-
cluding all State and Federal spending and regulatory costs, and
that date this year was July 9th, just a few days ago, and obviously
more than halfway through the year.

The problem in my view, and others’, is that the Federal Govern-
ment is no longer responsive to the people it is intended to serve.
We have all heard or experienced the horror stories of wading
through reams of inefficient, unhelpful government red tape. It
seems that government today is just too big and is trying to do too
many things to do them all weﬂl. So it seems to us that it is long
overdue for a top to bottom review and renovation.

Our task is to review the size, scope and functions of the Federal
Government. Our goal is to improve government activity where it
is necessary, refocus government efforts where they are mis-
directed, and get government out of the activities in which it does
not belong. And the only way to reach this goal is with the input
and support of the American people, which brings us to Parma
Heights. We are, after all, creating their 21st century government.
And to me, that means a government that is limited and respon-
sive. A government that is the solution to problems rather than the
source; a government that can adapt as the needs of its citizens
change; and a government where change is not the dark unknown
but a welcome and constant force that continues to push America
toward a promising future.

The witnesses before us today already have met the challenge of
preparing their organizations for the future. I think we have much
to learn from their experiences and the process by which they ar-
rived at some very, very difficult decisions. It is my hope that the
lessons we learn here will translate in some respects to our efforts
to “smart size” the Federal Government so we can benefit from
their innovative ideas without reinventing the wheel.

With that, allow me again to thank our witnesses, our audience
and our colleagues who have taken time—we have a large turnout
of members of the Government Reform and Oversight Committee.
I am grateful to them for taking time to attend this hearing and
to listen and reflect on what our witnesses and the people of north-
eastern Ohio have to say. Thank you.

I would like now to recognize a very distinguished gentlelady
from the great State and city of Chicago, IL, the ranking member
on ﬁ}e Government Reform and Oversight Committee, Mrs. Cardiss

ollins.

[The prepared statement of Hon. William F. Clinger, Jr. follows:]



STATEMENT OF THE
HONORABLE WILLIAM F. CLINGER, Jr.
CHAIRMAN
HOUSE COMMITTEE ON GOVERNMENT REFORM
AND OVERSIGHT
Hearing on “Creating a 21st Century Government”

Parma Heights, Ohio

July 14, 1995

Good morning, and thank you all for coming to the Government
Reform and Oversight Committee’s first hearing on what we call
“creating a 21st Century Government.” Before I go any further, X
would like to thank a distinguished Member of this Committee and this
area’s Congressman, Stcve LaTourette, for hosting the Committee
today and for the work he and his staff have devoted to the hearing’s
success. | would also like to acknowledge the Dean of the Ohio

Delegation, Representative Stokes, who is joining us here.

This morning we will hear from a number of distinguished
witnesses, all with insight and experience in creating a leaner, more
efficient, and more effective organization from businesses or
governments that were less than “lean and mean”. Our hope is that we
can learn from these witnesses and then apply those lessons to our

efforts in Washington to ensure that we have a Federal Government



that is ready to serve this nation today and into the next century.

Our efforts at the Federal level go beyond streamlining executive
departments and agencies. We are engaged in a radical restructuring
of our institutions that will take us into the 21st century. We need to
step back from the Federal Government we have today and ask the
question that businesses and local and State leaders have been asking
of their own organizations: Is this organization designed to meet our
needs today, in the year 2000, and beyond or is it left over from the

days before microwave ovens and color TV?

It is critical that we refocus Government on those essential
functions that it must perform, and reconsider whether Government
should be involved in any activity if it cannot do it well. In fact, in our
quest to do things better, it seems all we have done is make the Federal
Government bigger. (CHART) In 1985 there were 1,013 federal
domestic assistance programs. Today, there are 1,390 programs
administered by 53 agencies. To support these programs and the
bureaucracy that runs them, federal income tax receipts today have

grown to an amount 13 times the amount they were in 1960. (CHART)



Today, it takes nearly three times as many days of work - 126 - to pay
off all federal, state and local taxes as compared with the 44 days
required to pay them off in 1930. The “Cost of Government Day”
(CHART) - the day on which the American taxpayer finally paid off his
or her share of the financial burden of government, including all state
and federal spending and regulatory costs - was July 9th in 1995, just

a few days ago and more than halfway through the year.

The problem in my view is that the Federal Government is no
longer responsive to the people it is intended to serve. We have all
heard or experienced the “horror stories” of wading through reams of
inefficient, unhelpful government red tape. It seems that Government
today is just too big, and is doing too many things, to do them all well.

It is long overdue for a top-to-bottom renovation.

Our task is to review the size, scope and functions of the Federal
Government. Our goal is to improve government activity where it is
necessary, refocus government efforts where they are misdirected, and
get government out of activities in which it does not belong. And the

only way to reach this goal is with the input and support of the



American people. We are, after all, creating their 21st Century
Government. To me, that means...
- a government that is limited and responsive;
- a government that is the solution to problems rather than the
source;
- a government that can adapt as the needs of its citizens change;
and
- a government where change is not the dark unknown, but a
welcome and constant force that continues to push America

toward a promising future.

The witnesses before us today already have met the challenge of
preparing their organizations for the future. I think we have much to
learn from their experiences and the process by which they arrived at
some very difficult decisions. It is my hope that the lessons we learn
here will translate in some respects to our efforts to “smart size” the
Federal Government, so we can benefit from their innovative ideas

without reinventing the wheel.

With that, allow me again to thank our witnesses, our audience,



and my colleagues who have taken the time to attend this hearing and
to listen to what our witnesses and the people of northeastern Ohio

have to say.

Thank you, and I would like to recognize the Government Reform
and Oversight Committee’s Ranking Member, Representative Collins,

for an opening statement.
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Mrs. CoLLINS. Thank you very much, Mr. Chairman. I certainly
commend your leadership in convening the first of a series of full
committee field hearings to address the general issue of govern-
mental reorganization and the matter of creating a 21st century
government. The timing of this hearing is very important as the re-
organization of the Federal Government is well underway in the
Congress.

As the ranking Democratic member of this committee, I share
your interest in laying a sound and fair hearing record with regard
to how and what our government should look like. The reorganiza-
tion of government will touch the lives of every American. Our
input is critical to the social, economic and physical well-being of
this country. However, it will remain our responsibility to ensure
that the U.S. Government is fully capable of carrying out agency
mandates and administering laws.

As we hear from the citizens of Ohio, I hope that we will keep
in mind that in Washington, Congress is grappling with the politi-
cal strategy designed to liquidate, exterminate, consolidate and pri-
vatize the Commerce, Education and Energy Departments. Unfor-
tunately, symbolism is fueling the move to reduce the size of gov-
ernment with little regard for our poorest and most vulnerable citi-
zens. I am deeply concerned that these hearings may be for all in-
tents and purposes fundamentally immaterial; that in light of the
underlying goals set by the Republican leadership, the future of
these agencies is a foregone conclusion. Now the leadership’s head-
long rush to carry out the Contract With America and terminate
vital and important Federal agencies comes at the expense of sav-
ing money, ensuring greater agency accountability and enforcing
laws designed to protect our health, our safety and the environ-
ment. Crafting a leaner, meaner government has been shoved aside
and in its place is a rush to block grant Federal money and trans-
fer Federal problems to the States.

The reorganization debate and activity takes place in the midst
of Republican plans to cut $270 billion from Medicare and provide
a $245 billion tax break for the most affluent in our country. Is this
the way to reorganize the government? I know there are seniors in
my district who will never be fooled into thinking we will be better
off with $270 billion in Medicare cuts. I do think that my constitu-
ents, and perhaps yours, would at least feel better if Medicare cuts
were being driven by genuine health care reform instead of a politi-
cally motivated approach.

I am deeply disturbed too that the Department of Education is
on the consolidation block. The mission of the Department of Edu-
cation is to ensure equal access to education and to promote edu-
cational excellence throughout the Nation and has never been more
important than it is in today’s high tech and highly competitive
global economy. Our ability to prepare American citizens, and espe-
cially our children, to meet challenges of this new age is critical to
our economic_prosperity, our national security and our civic life.
With a dwindling manufacturing base and the loss of production
jobs in low wage economics, it is clear to me that our only hope to
rescue our economy is to raise the educational achievement of all
of our youth.
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The Department of Commerce slated for liquidation is another
agency that really works. Under its umbrella, the National Weath-
er Service uses the most advanced technology to save lives and
property by alerting us to weather patterns, tornadoes, thunder-
storms, hurricanes, flooding and the like.

Another well known Commerce Department program is the Eco-
nomic Development Administration, which uses minimal Federal
resources to attract private capital to economically distressed rural
as well as urban communities. Also under the Department of Com-
merce, the Advanced Technology Program has given awards to
Ohio companies like BP Chemicals, U.S. Biochemical Corporation
and Ohio Aerospace Institute to perform essential research which
brings long-term growth and new jobs to this State. Dr. Keith
Rasey of Greater Cleveland Growth Association is going to testify,
I beheve, to specific programs that benefit the Cleveland commu-
nity. By Cleveland community, I mean the Cleveland metropolitan
community which includes Parma.

In closing, let me make the point that reorganization must make
government more streamlined, more accountable and more com-

etent. Competent government is not only a worthy goal but quite
iterally a necessity if the United States is to remain a preeminent
power in the 21st century. I look forward to today’s testimony. Let
me take this opportunity to thank my very good friend and col-
league, Congressman Louis Stokes for the invaluable support he
has provideg.T

With that, I welcome the panelists, as you do, Mr. Chairman.

Mr. CLINGER. I thank the gentlelady very much. We have a fairly
busy day and many witnesses to hear from this morning. I would
hope that members might—who have opening statements might
consider having them submitted for the record. They will be in-
cluded in full in the record. If anybody feels however a need to
speak at this point, I would recognize them. If not—oh, I am sorry.
Let me recognize—indeed, we should recognize the dean of the del-
egation and our good friend who has represented this city—the city
(é% ileveland—-so admirably well for so many years, Congressman

tokes,

Mr. Stokes. Thank you very much, Mr. Chairman and to the
ranking minority member, Mrs. Cardiss Collins and members of
the committee.

It is indeed a real pleasure and honor for me to have been in-
vited this morning to sit in with your committee. As a member of
the Appropriations Committee, I do not often get this opportunity
to sit on the authorizing side of the House. Let me say what a
pleasure it is to join my colleague, Steve LaTourette, in whose dis-
trict we are sitting this morning. On behalf of our entire north-
eastern delegation, I take pleasure in welcoming all of you to our
county and to the hearings that you are participating in today. I
think this is a very valuable exercise in what democracy is about,
to bring the Congress to the people, and you are to be commended
for that type of leadership, Mr. Chairman and Mrs. Collins. I want
to say to all of you that it is indeed an honor for me to participate
and to welcome each of the witnesses here this morning.

I am particularly proud to see Lynn Martin, who is one of our
former colleagues in the Congress. One of the most respected Mem-
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bers of the Congress and, of course, a former cabinet member. It
is a pleasure to see her here this morning also.

Thank you very much, Mr. Chairman.

Mr. CLINGER. Mrs. Collins, do you have another comment?

Mrs. CoLLINS. Yes. I want to hasten to say as well that I am de-
lighted to see Lynn Martin. You know Mr. Chairman, Lynn and I
were the only two women in the Iilinois delegation for a number
of years. As Members of Congress there are some parallels in our
lives, one which is kind of interesting. We shared the only two li-
cense plates at the time in the State that said U.S. Congress-
woman, the rest said U.S. Congressman and so forth and so on.
Every time we had to change license plates, everybody all over the
universe would ask us to send them our old plates.

Second, we are both avid interior designers, for me, I use the
word very, very loosely. She is very accomplished and at that junc-
ture, that is where we part altogether. [Laughter.]

She, of course, left the Congress and went on to become Sec-
retary of Labor for the U.S. Government and then after she left
that wonderful assignment—Ileaving me behind in Congress to
chair a little small subcommittee—went on to Chicago to the Uni-
versity of Illinois where she is doing professorial duties at this
point in time, and she is still my very good friend. I do not envy
you at all Lynn, and I know you do not envy me. One thing about
it, our friendship has lasted through all of these changes in our
lives and I am glad to see you.

Mr. CLINGER. Thank the gentlelady.

If there are no other opening statements at this point, I would
like to join in welcoming our panel this morning. Already alluded
to is our good friend, Lynn Martin, who was our colleague for many
years. We miss her. She was a great asset and a great contribution
to the House of Representatives and we are delighted to have her
here because she has done a lot of thinking and has a lot of good
ideas in the area that we are considering.

I would also like to welcome my very good friend and fellow
Pennsylvanian, the outstanding mayor of the great city of Broth-
erly Love, Philadelphia, Edward Rendell, who has been a superb
leader for that city and has done some very exciting and interest-
ing things to bring that city back from very dire straits. Ed, you
deserve a lot of credit for the great work that you have done there.

Ken Blackwell. We are very honored to have the treasurer of the
State of Ohio with us this morning. He has an outstanding record
of service to the public in academia, domestic and foreign affairs
issues, and we know that he has much to offer on the role of gov-
erning America based on his experiences as a former mayor of Cin-
cinnati. As I said, he is the current treasurer for the State of Ohio
and we are very pleased and honored to have you with us, Treas-
urer Blackwell.

We hope that before the panel is concluded that we will also be
joined by Mayor Michael White of Cleveland who is en route. We

ope he got the right instructions on how to get here. We antici-
pate that he will be arriving either during this panel or perhaps
at the conclusion.

With that, we thank you all for being here, taking time out of
your busy schedules and coming from some distance to be here and
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we look forward to hearing from you. I guess I would ask, Lynn,
if you want to lead off.

STATEMENTS OF LYNN MARTIN, FORMER SECRETARY, US.
DEPARTMENT OF LABOR, ACCOMPANIED BY ELIZABETH
BARON; MICHAEL WHITE, MAYOR OF CLEVELAND; EDWARD
G. RENDELL, MAYOR OF PHILADELPHIA, PA; AND J. KEN-
NETH BLACKWELL, TREASURER, STATE OF OHIO

Ms. MARTIN. Thank you very much. Thank you for your kind
greetings. I am honored to be here, Mr. Chairman. And, Congress-
man LaTourette, let me tell you, your staff has been extraor-
dinarily helpful, too. And to be joined by two Chicagoans, a friend
that I get to correct. I teach at—I went to the University of Illinois
of which I am very proud, but I do teach at the Kellogg School of
Management. The mayor and I are fighting about whether a Kel-
logg or Wharton is No. 1 while we sit here. So that is the one cor-
rection. And I will tell you that Congressman Flanagan represents
the district where I grew up.

Mrs. CoLLINS. I stand corrected but Northwestern is my alma
mater, so we are still on the same team.

Ms. MARTIN. Why this is important, I must tell the audience that
she is going to come and address the class and I would hate her
to go to the University of Illinois. We could wait a long time for
her to show up,

Mr. ScHIFF. Mr. Chairman, I do not mean to interrupt the wit-
ness, but many of us who now live in the west, including myself
in New Mexico, are also graduates from the University of Illinois.
[Laughter.]

Ms. MARTIN. This is dangerous territory with Ohio and Ohio
State to talk of the U of I, so I will switch to other important areas.

As important as this incredible community is and the welcome,
my statements are directed to the more national issues that would
not just affect this particular community and I am glad that you
allow me to do this.

In the last 7 months, I know all of you have felt that you and
Members of, not just your committee, but the Congress have
worked around the clock to pass important, and in my view, long
‘overdue legislation. But from where I sit as a former cabinet sec-
retary and now as a teacher of graduate business students and as
an advisor to companies seeking ways to remain leaders in tomor-
row’s world, your efforts on regulatory reform, the line item veto
and on unfunded mandates, just to pick out a few, are critical and
necessary steps that government had to take to ensure America is
ready to move successfully into the 21st century.

Today’s hearing, Creating a 21st Century Government, in my
view is a subject that is long overdue. For too many years, we have
maintained blindly outdates and ineffective pr?ﬁ{ams and policies
that were well meaning, but were not working. They may have had
their day, but we cannot close our eyes to the fact that a large part
of toda)}; government was designed for an America and for a world
that has passed into history. Change has all too often meant review
at the margin, with little effort put forward to examine the effec-
tiveness or appropriateness of core structure and approaches.
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As we move into the second millennia, with all the challenges,
opportunity, excitement, and yes, uncertainty and fear that this
can present, Americans cannot afford the luxury of having a gov-
ernment that routinely is satisfied with the status quo, and I, and
I am sure others today will say, had America’s private sector been
equally satisfied with the status quo when it confronted waves of
global competition and technological change in the 1980’s, America
would not be the competitive leader it is today. Now it is the gov-
ernment’s turn to do its part.

That means, Mr. Chairman, and members of the committee, be-
fore we spend a lot of time, energy and resources asking if we have
efficient government, we must first examine the underlying as-
sumptions of our policies and programs. Is the Federal Govern-
ment, rather than the private sector or State and local government
the best provider of a service or benefit? A well-built road to no-
where, after all, is still a dead end no matter how elegant the engi-
neering.

Part of the transformation that has helped the private sector be-
come more competitive in recent years has been an increased will-
ingness to move outside traditional boxes. But we should not kid
ourselves, such change has not been easy or without cost. People
and institutions have much invested intellectually, emotionally and
financially in the status quo. But the segmentation of the global
market, as well as the market here in the United States, into dis-
tinct cultural, economic and demographic units has forced busi-
nesses to examine and rethink basic structures and assumptions.
Those who have, define tomorrow. Those who are not, increasingly
find themselves out of the game. Government must do the same.

Of course, I welcome the mayor. It is lovely to have him join our
panel—the mayor of Cleveland.

The Federal Government’s approach to work force education and
retraining 1s but one example of regrettably a well-built road to no-
where, and I say this with great regret.

Our hopes not withstanding—and I know it is popular in some
circles these days to see Federal worker retraining programs as an
easy answer to welfare dependency, technological change and for-
eign competition. The evidence now of 30-plus years of Federal pro-
grams demonstrate too little and sometimes no relationship be-
tween money spent by the Federal Government and results
achieved. In fact, the history in the last 30 years in one of the pro-
grams after training and education have been sustained is that the
programs often exist for their bureaucracies rather than for the
people they were entrusted to serve.

The Federal Government today spends somewhere between $15
billion and $20 billion each year on workplace training. And I do
not blame everyone who applies for the grants and for putting
them out there. That is not the point here. We spend $20 billion
to retrain people, but does anyone on this panel or in this audience
truly believe that the difference between success and failure in the
system will be found in a debate over whether the budget goes up
or down 5 percent or 10 percent or even 20 percent? I do not think
there is a single person in America who can name all the different
Federal programs devoted to work force training. I know I cannot.
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The bureaucratic maze aside, and I do not mean to diminish the
confusion the average American confronts when forced to deal with
this and most other government systems. It is absolutely true that
a nationally directed, one-size fits all approach to work force train-
ing was designed for a time when job creations was in mega-cor-
porations. But today, job creation is occurring in small and me-
dium-size businesses. Women-owned businesses employ more
Americans than the Fortune 500. And the unity of our labor mar-
ket is broken down into many highly unique geographic segments.
All this changed, but the Federal Government’s retraining and edu-
cation model has remained the same,

The tragedy is two-fold. As we read news story after news story,
taxpayers continue to feel—to fund training for jobs that may not
even exist anymore. And more important, the men and women that
make a commitment to improve their own lives conclude the sys-
tem cares more about the people who run the schools and are a
part of the bureaucracy rather than those who are truly trying to
make do and make a better life.

As I reflect upon this and other Federal policies and programs,
I believe we must focus on results and stop maintaining huge legal
and bureaucratic structures that are devoted entirely to process.
Process only becomes important when we lose sight of a program’s
mandate and mission. The system that requires complex and costly
mechanisms to ensure that the process occurs eventually defines
the program, not the mission. Innovation, creativity, flexibility, the
core values of the 21st century have little place in a process-driven
system. The best reason to fund any program is it produces mean-
ingful results. The worst reason to stop funding a program is that
it fails to follow the rules from Washington.

Having said this, I do not believe that States and localities have
all the answers. Many of the bureaucracies at the State and local
levels are not always allies to change either. In too many urban
areas, young people who need alternatives so they can have a
chance at this changing work force are put through the same no-
win cycle that may give them a graduation certificate but little
ability to find real work. And while there are State programs that
are effective, some programs are superior to others. Even your
Block-Grant proposals, there must be some way to be sure that ef-
forts get replicated that work, the programs are examined in a
timely way and that they evolve and change. I would point to you
the Ford Foundation is now—it has been of a relatively short-time
duration—is giving awards, and they are meeting right now, for
the most outstanding replicable Federal, State and local programs
that meet goals of mission rather than process. And I would give
to the committee the thought they might want to get those prize
winners from the last 5 years to see what has worked.

Government has a lot to learn from businesses about diversit{,
a word that has become over-used and unpopular but is incredibly
important in our life. An increasing part of the private sector sees
the retention and advancement of minorities and women as a busi-
ness imperative. I work with a firm, Deloitte and Touche and its
CEO to chair a council of outside advisors to see how this firm pro-
gressed. He did not get there because of a government mandate or
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directive. The reason Deloitte and other firms are doing this is be-
cause they believe having the best people will mean success.

Government-imposed affirmative action programs have given
people a start; now they must reflect a search for excellence. We
must be able to say to all Americans that minorities and women
are part of the exceﬁence of this country. No longer must their inci-
dence in the work force be viewed as an aberration or because it
is some Federal policy. Women and minorities are critical to our fu-
ture as a %}obal leader. Their skills and abilities are desperately
needed in the work force.

But we must recognize that the model of government su{)port for
work force diversity must be updated to reflect the reality. The
threat of the Federal club often stands in the way of an open dia-
log. As this committee looks at Federal programs and policies on
diversity, I would urge you to look creatively at approaches that en-
courage rather than discourage businesses from doing not just
what is right, but what is smart.

I am teaching graduate business students at Northwestern—it is
only part of the story, they are actually teaching me—about the ex-
citing and innovative changes occurring in leading companies. And
so, instead of as a cabinet secretary that wants to wander on for-
ever increasing your age and mine, I thought it would be possible
to have one of the outstanding graduates briefly say some of the
innovative things—in other words, start listening to the next gen-
eration. This is Elizabeth Baron. Like my children, all of my stu-
dents are excellent. That is a bias that one is allowed as both a
mother and professor. But I also believe that this next generation
is not going to be feared but welcomed with their ability to change.
And may ! introduce to you Ms. Elizabeth Baron, a current grad-
uate and soon to be working within the health care, private system
at one of our Nation’s leading drug firms.

[The prepared statement of Ms. Martin follows:]
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Statement of the Honorable Lynn Martin
House Commitiee on Government Reform and Oversight

July 14, 1995

Good moming Mr. Chalrman and members of the Committee. | appreciate
the opportunity to appear before you today and to be here with Mayor Rendell
and our host state's treasurer, Ken Blackwell.

| know, Mr. Chairman, that the Iast seven manths have probably felt like a
lifetime as you and members of this committee have worked around the clock to
pass important and long overdue legistation. But from where | sit as a former
Cabinet Secretary and now as a teacher of graduate business students and as
an advisor to companies seeking ways to remain leaders in tomorrow's world,
your efforts on regulatory reform, the line-item veto, and unfunded mandates,
just to name a few of your accomplishments this Congress, are among the
critical and necessary steps government must take to ensure America is ready to
move successfully into the 21st century globa!l economy.

The thrust of today's hearing, "Creating a 21st Century Govemment, in my
view, is a subject that is long overdue. For too many years we have blindly
maintained many outdated and ineffective programs and poilcies. These may
have had their day. But we can not close our eyes to the fact that a large part of
today's government was designed for an America and a world that has long past
into history. Change has all too often meant review at the margins, with little
effort put forward to examine the effectiveness or appropriateness of core
structures and approaches.

As we mova into the second millennia, with all the challenges, opportunity,
excitment, and, yes, uncertainty this presents, America can not afford the luxury
of having a govemmant that ;outinely is satisfied with the status quo. As |, and
I'm sure others will discuss today, had America's private sector been equally
satisfied with the status quo when it confronted waves of global competition and
technological change in the 1980s, America would not be the competitive leader
we are today. Now it's government's turn to do its part.
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Page Two

That means, Mr, Chairman, before we spend a lot of time, energy, and
resources asking if we have an efficient government, we must first examine the
underlying assumptions of our policies and programs. Is the Federal
Govemment, rather than the private sector or state and local government, the
best provider of a service or a benefit? A well-built road to nowhere, afterall, is
still a dead end no matter how elegant its engineering.

Part of the transformation that has helped the private sector become more
compaetitive in recant years has been an increased willingness to move outside of
traditional boxes. But we shouldn't kid ourselves. Such change has not been
easy. People and institutions have much invested - intellectually, emotionally,
and financially -- in the status quo. But the segmentation of the global market,
as well as the market here in the U.S., into distinct cultural, economic, and
demographic units, has forced business to examine and rethink basic
assumptions. Those who have are defining tomorrow. Those who have not are
increasingly finding themselves out of the game.

The Federal Government's approach to workforce education and retraining is
but one example of a well-built road to nowhere.

Our hopes not withstanding — and | know it is popular in some circles these
days to see federal worker retraining programs as the easy answer to welfare
dependency, technological change, and foreign competition -- the evidence of
thirty plus years of federal programs demonstrates little if any relationship
between money spent by the federal government and results achieved. In fact,
the history of the last thirty years is one of program after training and education
program being sustained more for the needs of their bureaucracies than for the
people they were created to serve.

The Federal Government spends today somewhere between $15 to $20
billion each year on workplace training and education, depending on how you
count the programs. But does anybody iruly believe the difference between
success and failure in this system will be found in a debate over whether the
budget goes up or down by five, ten, even twenty percent? | don't think there is
a single person in America who could name all the different federal programs
devoted to workforce training and education. | know | can't.
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This bureaucratic maze aside, and | don't mean to diminish the confusion the
average American confronts when forced to deal with this system, a nationally-
directed, one-size fits all, approach to workforce training was designed for a time
when job creation in America was in our mega-corporations. But today, job
creation is occurring in small and medium-sized companies. Women-owned
businesses employ more Americans than the entire Fortune 500. And the unity
of our labor market has broken down into many highly unique geographic
segments. All this change, but the federal govemment's retraining and
education model has remained the same.

The tragedy is two-fold. As we read In news story after news story, taxpayers
continue to fund training for jobs that do not exist. And, most important, the men
and women who make a commitment to improve their own lives conclude that
the system cares more about the people who run the schools and are part of the
bureaucracy rather than the those trying for a second chance at life.

My view as | reflect upon this and many other federal policies and programs is
that we must focus primarily on results and stop maintaining huge legal and
bureaucratic structures devoted largely to process. Process only becomes
important when we lose sight of a program's mission. The system then requires
complex and costly mechanisms to ensure that the process occurs as designed.
Innovation, creativity, and flexibility - the core values in the 21st Century
economy — have little place a process-driven system The best reason to fund
any program ig that it is producing meaningful resuits. The worst reason to stop
funding a program is that it fails to follow the rules line-by-line as dictated by
Washington.

Having said this, it is not that | believe that states and iocalities have all the
answers. Many of the bureaucracies at the state and local level are not always
allies to change. In too many urban areas, the young people who most need
alternatives so that they can have a chance in this changing workforce are put
through the same no-win cycles that may occasionally give them graduation
certificates, but little ability to find meaningful work. And while there are state
programs that are effective, some programs are obviously superior to others.
Even under the Block-Grant proposals, there must be some way to be sure that
effective efforts get replicated, programs are examined in a timely way, and that
they evolve and change just the way American business must.
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Govemnment also has much toc leamn from businesses which are successfully
managing the diversity that is part of America's changing workforce. An
increasing part of the private sector sees the ratention and advancement of
minorities and women as a "business imperative".

That is haw Mike Cook, the CEO of Deloitte & Touche cescribed his firm's
women's initiative when he asked me to chair a council of outside advisors to
oversee the Firm's progress. He and others like him didn't reach the conclusion
that the full use of all America's taiented men and women was both rnight and
smart because of govemment mandates or directives. They know where they
want to go and they are committed to success and to their people.

Govemment-imposed affimative action programs may well have given
people a start; now they must also reflect the search for excellence. We must be
able to say to the American people, and this is my belief, that minorities and
women are part of the excellence that is this country. No longer must their
incidence in the workforce be viewed either as an aberration or the resuit of
some federal policy. Women and minorities are critical to America's future as a
global leader. Their skills and abilities are desperately needed in the workforce
and must be viewed in this light.

But we must also recognize that the model of government support for
waorkforce diversity today must be updated to reflect the reality that most
businesses are not in conflict with government on the goals of full and equal
opportunity in the workplace. The threat of the federal club all too often stands in
the way of an open dialogue within companies. As this Committee looks at
federal programs and policies on workforce diversity, | would urge you to look
creatively at approaches that encourage rather than discourage business from
doing what is right and smart.

| mentioned earlier that I'm teaching graduate business students. That
reference is only part of the story. They are also teaching me much about many
of the most exciting and innovative changes occurring in our leading companies.
So when | was asked to appear today, | thought this Committee could benefit as
| have by hearing from one of my best students. Like my children, all of my
students, of course, are very good. But Elizabeth Baron is one of the best.
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Page Five

The government for the 21st Century that we are discussing today is one of the
most important legacies we will leave to Elizabeth and her generation. This
Comnmittee does the nation and future Americans a great service by challenging
the popular assumption that just because something was done yesterday it is
what we shouid do tomorrow.

Elizabeth.
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Questions for the Honorable Lynn Martin

1) In our restructuring efforts, focusing on each agency’s mission will become an important
component in deciphering which programs are truly essential and whether these programs produce
the desired results. How can we determine whether a program fits the needs and mission of a
department into the 21st Century?

2) In your testimony you express your dissatisfaction with the number of federal government
workforce and training programs. Can you provide some examples of this duplication and overlap?
One example in my mind is the Job Training Partnership Program. A Department of Labor Inspector
General report recently concluded that the program is not as effective as it could be because it does
not address some of the underlying causes of unemployment, like illiteracy or lack of transportation
to work. Do you have any suggestions as to how to restructure the federal training programs to make
them more effective but less costly?

3) What is your position on the elimination of each of the following federal departments:
Commerce, Education, Energy, and Housing and Urban Development?

4) As Secretary of Labor, did you attempt to restructure your department? If so, did you
encounter barriers, and what were they?

5) Do you believe the Federal Government can spend less money and do a better job by
targeting Federal grants-in-aid to the areas that need them most, as opposed to scattering money
across the country? For instance, should we more carefully target job training assistance to areas
with higher unemployment?
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Responses to Committee Quaestions from Lynn Martin

#1. 1 wouid apply several criteria to this determination. First, assuming a
program’s mission should take priority over other programs, is the program
achiaving its intended rasults? For gxampie, is a training program enabling
participants o get and better keep jobs than they would have if they didn't go
through the traming program? This is & straightforward quantitative judgmen
that should be applied to existing and proposed programs. The measure is not
the training in and of itseif, but the reason a peraon goes for training.

Second, Is the federal government the best provider of a service or manager
of a program? Does a one-size, fits all approach, which after all is what we
mostly get from federa! programs, and the addad bureaucratic level of the
faderal system pravant a program from achieving move pesitive resuits? I'm
often amused that critics of block grants argua that this approach will create fifty
steies buresucracies. Well, we have thess bureaucracies siready. Block grants,
it structured appropriately, will merely eliminate the federal lavel.

#2. Govemments, at all laveis, not just the federa! government, spand tens of
biilions of dollars on retaining. The issue is how to best spend this money.

Thers are three overail areas where govemment Involvement makes sense:

Worker displacement; sacond chance neads; and public-private vocational
linkages.

My view is that the govemment is far too involved structurally in each of thase
three areas. | would like to see a system, particularly as applied to displaced
workers and second chance students, that encourages students to take greater
responsibility for their retraining. | would emphasize joans over grants. As |
discussed In other places, | would not let the providers off the hook. Poor results
should prevant them from staying in the business. The financing system |
suggested should be as direct to the student as possible. If we start building in
criteria such as geography, basad on unempioyment or other economic
measures, we will include people in thege areas who don't nead government
assistance, while excluding people wha are low-income but reside in areas
otherwise better off.

#3. My view on these agencies is largely a generalfized position. We now have
multiple agenocies dealing with commerce and trade, to take just one example.
Do we need all these bureacracies, with overlapping overhead, confused
responsibilities, and missions that cut across ons another? | think not. in other
areas, many federal agencies have grown in size and scope in the vary years
that the problems they are responsible to address have grown worse.
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i don't believe, for example. that sliminating the Educstion Department will
sutomatically solve the natien's education problems. But | do belleve that these
depariments have taken on regponsiblilities that they are not equipped to handle,
and they have sent a damaging signal to communities across the country that
Washington has the answers to commuriity-based problems in housing,
education, economic development, and transportation needs. What these
communities have largely racelved from Washington over the past thirty years
has been federsl mandates and micro-management that has done little to solve
basic problems.

#4. Yes !n January of 1992, the Bush Administration proposed a reorganization
of several DOL agencies, with an idea that the Department should be structured
to refiect the real world of the 241st Century. Wa proposed the efimination of one
agency which had a mission that was dated years before | came to the
Department. We proposed in its place an agency that wouid look at 21st century
workplace and workforce issues, both domestically and piobally. Wae aiso
proposed a consolidation of the Department's international functions into our
existing international agency.

This proposal resulted from a year long effort by a Task Force of senior career
and political appointees within DOL. The Deputy Secretary chaired the Task
Force. The barrier we encountered was the Congress, which failed to act on our
proposal, or even to giva it any serlous consideration s part of either ita
ovarsight or budgeting procees.

#5. My view ls that the best reform we can take to improve the effectiveness of
government financed job training is to require that the training institutions have a
more responsible role in the job placement of its students. We need to decertify
institutions with poor iob placements rates. And we naed to hold back a portion
of a student's tultion until students get and keep a job for at least 90 days. We
naed 16 do this whether the federal role i that of direct provider (e.g., Pell
Grants), or money comes in the form of black grants to the states or other local
governments.
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Ms. BARON. Thank you, Secretary Martin. I just want to say I
had the privilege of having this distinguished woman as a profes-
sor, as I went to Kellogg where we are very lucky to have her teach
us some pointers.

I would like to say as a recent MBA graduate of the Kellogg
School of Manaiement at Northwestern University, I will soon re-
enter the work force as a marketing manager for Baxter
Healthcare Corp., which I do not think is in anyone’s district here
today. At this time I will become again a taxpayer contributing
gart of my salary to the U.S. Government so that our society can

etter achieve shared goals and interests.

Experience in both the work force and business school has taught
me that organizations which cultivate a competitive advantage suc-
ceed. This principle implies that firms should do only what they do
best; that is, determine their core competencies and pursue endeav-
ors which enhance them.

This, however, is not enough to ensure success, as maintenance
of an industry leadership requires today's firms to become quality
driven and customer focused. Moreover, quality implies continuous
innovation and capital investment. Prosperous firms have maxi-
mized their limited capital resources by spending funds on projects
which produce synergistic effects with their core competencies.
Many of my fellow graduates from Kellogg are working for corpora-
tions which embrace these principles such as Proctor and Gamble,
Motorola and Microsoft.

Proctor and Gamble serves as an example of a consumer
packaged goods company which historically managed its business
by creating new products and increasing prices across the board.
Proctor and Gamble operated from a company-first perspective in
enacting decisions. However, as competition increased, P&G and
other firms like it realized that top products were no longer enough
to sustain category leadership. Today’s customers expect to derive
value from products purchased. As a result, P&G shifted its strat-
egy in the 1990’s to place customers first and adopted a policy of
value consciousness.

Operating under the policy of value consciousness, P&G now
prices its products based on a price to value equation. A product’s
value is defined by the quality and service level returned to the
customer. To maintain competitive, P&G either improved or elimi-
nated product lines that were priced—that were not priced consist-
ently with the value equation as consumers would purchase these
products from other firms who did offer them value. Today, P&G
continues to evaluate its products in order to maximize its capital
investments and to increase customer loyalty.

Motorola provides another example of a firm’s commitment to
total customer satisfaction. An early pioneer in six sigma quality
levels and just-in-time manufacturing, Motorola learned that total
order quality drives customer repurchase intention. Thus, its con-
tinuous process improvement provides the foundation for ongoing
success. Further, Motorola has reached beyond its own company
walls to assist some of its suppliers with quality and process im-
provements. It understands that investments made with suppliers
will ultimately affect the quality of Motorola’s own products. Sup-
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pliers’ success translate into improved quality for Motorola and its
customers. ]

Other examples of core competency successes are Microsoft and
Federal Express. Both firms’ trajectory growth patterns reflect that
consumers reward innovation, not only in product but also in serv-
ice levels. These leading corporations are the firms hiring my class-
mates because they have been successful by sustaining a competi-
tive advantage which adapts to the changing consumer demand for
their products. Moreover, these firms have utilized their available
capital in a manner consistent with their core competencies to pro-
vide the best return on investment. The government should louk to
these companies as models for the future.

I would like to add some of my personal experience in the
healthcare industry which also supports these principles. I worked
for a pharmaceutical company whicg adapted in order to survive in
a changed and ever-changing healthcare environment. Historicall{,
pharmaceutical firms has-l competed in one of the most profitab
industries, as individual firms had virtual monopoly power with re-
spect to product pricing and policies. Increased competition among
firms within the industry and expanded customer power caused
firms to rethink their strategies. To remain competitive, my former
firm divested from businesses not related to its inherent core com-
petencies. Capital generated from divestiture provided funds to im-
prove existing quality levels and further research efforts in the
areas of its core competencies. Also, as a leaner organization, the
firm became more customer focused and pursued endeavors which
better maximized capital returns.

These principles were also embraced by the biotechnology com-
pany where I worked. The company routinely abandoned projects
which could not generate additional profits if they did not meet
core competency standards. Because capital and other resources
were limited, decisions were made on the basis of which products
created synergies with the firm’s existing core competencies. The
result of these efforts enabled the firm to have one of the shortest
drug development times, significantly reducing costs and growing
profits by lengthening products’ saleable patient years. My future
employer, Baxter, provides another example of a firm which reorga-
nized itself to focus on its core competencies and serves as an inno-
vative, service-oriented firm.

I am putting these examples before the committee because I be-
lieve it is possible to apply to government these key principles
which drives successful firms. The government, like these firms
needs to discover its core competencies. It needs to discover that
quality in services creates value. The efficient use of resources,
while not a politically correct concept for a bureaucrat who wants
to manage ever larger budgets, is the best way to ensure our public
and private sectors remain competitive. As a member of the future
work force, I believe that a government which espouses these key
principles enables the Nation to operate more efficiently. Only then
will the United States be able to retain its position as a leader of
all nations,

Thank you.

[The prepared statement of Ms. Baron follows:]
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Government Reform and Oversight
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Elizabeth Baroa

As a recent M.B.A. graduate of The Kellogg School of Management at Northwestern
University, I will soon re-enter the workforce as a marketing manager for Baxter Healthcare
Corporation. At this time, 1 will become again a tax-payer, contributing part of my salary to
the United States’ government so that our society can better achieve shared goals and
interests.

Experience in both the workforce and business school has taught me that organizations which
cultivate a competitive advantage succeed. This principal implies that firms should do only
what they do best; that is, determine their core competencies and pursue endeavors which
enhance them.

This, however, is not enough to ensure success, as maintenance of an industry leadership
position requires today’s firms to become quality driven and customer focused. Moreover,
quality implies continuous innovation and capital investment. Prosperous firms have
maximized their limited capital resources by spending funds on projects which produce
synergistic effects with their core competencies. Many of my fellow graduates from Kellogg
are working for corporations which embrace these principals such as Proctor and Gamble,
Motorola, and Microsoft.

Proctor and Gamble serves as an example of a consumer packaged goods company which
historically managed its business by creating new products and increasing prices across the
board Proctor and Gamble operated from a company first perspective in enacting decisions.
As competition increased, P&G and other firms realized that top products were no lfonger
enough to sustain category leadership. Today’s customers expect to derive value from
products purchased. As a result Proctor and Gamble shifted its strategy in the 90s to place
customers first and adopted a policy of value consciousness.

Operating under the policy of value consciousness, P&G now prices its products based on a
price to value equation. A product’s value is defined by the quality and service level
returned to the consumer. To maintain competitive, P&G either improved or eliminated
product lines that were not priced consistently with the value equation as consumers would
purchase these products from firms who offered value. Today, P&G continues to evaluate its
products in order maximize its capital investments and to increase consumer loyalty.
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Motorola provides an example of a firm’s commitment to total customer satisfaction. An
early pioneer in six sigma quality levels and just in time manufacturing, Motorola learned
that total order quality drives customer repurchase intention. Thus, its continuous process
improvement provides the foundation for ongoing success. Further, Motorola has reached
beyond its own company walls to assist some of its suppliers with quality and process
improvements. It understands that investments made with suppliers will ultimately affect the
quality of Motorola’s products. Suppliers’ successes transiate into improved quality for
Motorola’s customers.

Other examples of core competency successes are Microsoft and Federal Express; both firms
trajectory growth pattern reflects that consumers reward innovation, not only in product, but
also, in service levels. These leading corporations are the firms hiring my classmates because
they have been successful by sustaining a competitive advantage which adapts to the changing
consumer demand for their products. Moreover, these firms have utilized their available
capital in a manner consistent with their core competencies to provide the best return on
investment. The government should look to these companies as models for the future.

1 would like to add some of my personal experience in the healthcare industry which also
supports these principals. 1 worked for a pharmaceutical company which adapted in order to
survive in a changed health-care environment. Historically, pharmaceutical firms had
competed in one of the most profitable industries as individual firms had virtual monopoly
power with respect to product pricing and policies. Increased competition among firms
within the industry and expanded customer power caused firms to re-think their strategies.
To remain competitive, my former firm divested from businesses not related to its inherent
core competencies. Capital generated from divesture provided funds to improve existing
quality levels and further research efforts in areas of its core competencies. Also, as a leaner
organization, the firm became more customer focused and pursued endeavors which
maximized capital returns.

These principals were also embraced by the biotechnology company where I worked. The
company routinely abandoned projects which could generate additional profits if they did not
meet core competency standards. Because capital and other resources were limited, decisions
were made on the basis of which projects created synergies with the firm’s existing core
competencies. The result of these efforts enabled the firm to have one of the shortest drug
development times, significantly reducing costs and growing profits by lengthening products’
saleable patten years. My future employer, Baxter, provides another example of a firm
which reorganized itself to focus on its core competencies and serves an example of a highly
successful and innovative service oriented firm.
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I am putting these examples before the Committee because I believe it is possible to apply to
government these key principals which drive successful firms. The government, like these
firms, needs to discover its core competencies. It needs to discover that quality in services
creates value. The efficient use of resources, while not a politically correct concepk for a
bureaucrat who wants to manage ever larger budgets, is the best was to ensure our puoi. and
private sectors remain competitive. As a member of the workforce, I believe that a
government which espouses these key principals enables the nation to operate more
efficiently. Only then will the United States be able to retain its position as a leader of all
nations.
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Mr. CLINGER. Thank you, Elizabeth, and thank you, Lynn for
your very helpful contributions to our hearing.

I am pleased also at this point to welcome to the panel, Mayor
White. We are very grateful that you could spare time from what
I know is a very busy schedule to be with us today. And to ac-
knowledge that you have done a really superb job in revitalizing a
city that had serious problems, and in which, I think, you have
taken a very active role in turning those problems around and used
competition to make services better throughout the city. So we are
really grateful that you could be here.

Lou, do you want to say a word of welcome?

Mr. StoxEs. Thank you, Mr. Chairman. I would be delighted to
take just a moment in the same way Steve LaTourette took such
great pride in introducing Mayor Paul Cassidy, who is mayor of
one of the cities in his congressional district this morning. I am
equally proud to recognize and to welcome on this panel, Mayor Mi-
chael White, who is mayor of the city of Cleveland in my congres-
sional district and one of the major and great cities of the United
States. It is under his leadership that Cleveland is now getting na-
tional prominence, and national recognition in light of the out-
standing success of his first 4 years in office. He is now in his sec-
ond term and Cleveland is being recognized as the renaissance city
of the Nation, and we are just delighted to have Mayor White here
this morning.

Thank you, Mr. Chairman.

Mr. CLINGER. Thank you, Lou.

Mayor, you can go ahead. You can summarize or read or what-
ever. The floor is yours.

Mr. WHITE. First of all, Mr. Chairman, I would like to thank you
for the very kind remarks on behalf of our city. We are truly proud
to have you here and to have your subcommittee here today. We
are very, very pleased that you would take the time to come to our
community.

I want to also thank Congressman Stokes for the kind remarks
for our community and for the things we have tried to do. One
thing, Mr. Chairman, the Congressman did not say was that at the
tender age of 23, I ran a congressional campaign for the Congress-
man many years ago and I look upon those days very fondly, and
clearly just to be a small part of what he has been able to do in
the Congress is a delight for me.

I want to say to Congressman LaTourette how pleased I am to
be in his district. I have had the opportunity to meet with him on
a number of issues pertaining to our regional shared concerns, es-
pecially in the area of the airport.

And if T could just take a small moment, I want to welcome my
colleague from Philadelphia, Mayor Ed Rendell. I do not think
there 1s any better person to talk about the kinds of issues that are
before your committee today than Mayor Rendell. He clearly is a
leader in the area of governmental reform and much of what we
are trying to do in Cleveland is based on many of his successes.

To my colleague of this outstanding community, Mayor Cassidy,
I just want to thank him for the kind words and the kind way in
which he has allowed us to be here today.



30

Mr. Chairman and members of the committee, as I have already
welcomed you, let me welcome you again to my hometown, Cleve-
land, OH. Thank you for this opportunity to testi before the
House Committee on Government Reform and Oversight.

Today, we talk a lot about reinventing government. The big pic-
ture is all about change, changing and reform, reforming govern-
ment thoroughly. But in reality, the challenge for us all is not just
to balance our budgets but to be more innovative and creative in
the delivery of basic services to our citizens who are really and
truly our customers. People have shown that they are tired of taxes
and tired of government not spending their money the way we
would spend our own. I have watched what is going on around the
country, the cities that have refused to accept that change is inevi-
table; change in the way we deliver services; change in the way we
operate and change in the way we treat the most important com-
modity to a government and that is the citizen. That evolution is
always occurring for us and for corporate organizations as well.
Cities that have accepted this service-delivery process, never ask-
ing the hard ?uestions, never challenging individual bureaucrats,
never looking for ways to deliver a better product at a better price
are in trouble. Cleveland, the city that I have the proud and pride-
ful ability to be the mayor of, had 939,000 residents when I was
a child living in the confines of its borders in the 1950’s. Today,
some 40 years later, there are some 505,000 customers living in the
same space.

There are a bundle of problems and situations which we have
created for ourselves. The 400,000 people in Cleveland, 1 million
people in Chicago, and the list goes on, all decided to have a choice
and they left. We in government too many times believe that our
citizens do not have a choice, but in many ways and in many times
they do have choices. Those people in Chicago and those in Cleve-
land made a choice to leave our community. They left for a better
quality of life; a better bundle of services and they are no longer
living in the communities in which they initially worked.

I would suggest that one of the things that cities have to do is
to embrace the notion of competition. City hall and city halls across
this country have to understand that we must either compete or we
will die. en I became mayor of the city of Cleveland in 1990, I
said to all of our employees, managers and line individuals alike,
that I reject the notion that we cannot compete with our neighbors
across our border. We can cut the grass in our parks; we can main-
tain our facilities; we can provide safety services equal to or greater
than many of our suburban neighbors. The most important part of
this process is to first believe. And I believe that we are showing,
whether it is keeping the streets clean, gettini the snow up or pro-
viding better park services or a myriad of other services, that we
can compete. And when we do compete, people by and large want
to be engaged and involved and live in our city.

This city, just a few years ago, was a city that people ran from.
Just 5 weeks ago, a brand new study at Cleveland State University
indicated that there are 20,000 people outside the borders of our
city who wish to move back into the city of Cleveland. We have
toga one of the greatest building booms of new homes that this
city has seen since the Korean war. For every home we build, there
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are two people who want to buy it. And this city has seen since
1990, as Congressman Stokes knows, a 300 percent increase in our
housing rehabilitation rates. City hall, we believe, is a place that
has to understand the competition or die routine. Whether you are
a corporation like IBM, Xerox or a city like Cleveland, Hartford or
Los Angeles, we must realize that we have to be competitive. Com-
petitive in the way that we deliver our services, competitive in the
way we look at our quality of life.

ere is nothing anti-government, anti-American about competi-
tion. Big cities like Cleveland can compete and we can win and we
are doing it today. It means that we, both Democrats and Repub-
licans, have to think differently, act differently and govern dif-
fere&xtly with a citizen philosophy as customer at the base of what
we do.

I come to you today in line and lockstep with men and women
I respect across this country who manage their cities and recognize
that as long as cities are not providing the very best service they
can and are not adopting new technologies and are not organized
for success, then we are not doing what is right for our citizens or
for our communities. There is a direct correlation between the oper-
ation of local government and the quality of life in those commu-
nities, One of my greatest challenges, Mr. Chairman, is to try to
convince all of our employees, the ditch diggers, to the individuals
who work on our computers, all the way up to our cabinet level
members, that everything we do while we are on the job speaks di-
rectly and affects our quality of life. The more thoughtful we are,
the smarter we work, the harder we work will mean real dividends
in terms of the future of our community.

We have sought and have embarked on a new effort in Cleveland
called Cleveland Competes. We have done this because we know
the challenges for government are difficult and the issue is not just
raisinﬁ taxes. No matter how much success we as a communit
have had in the last 5%2 years, the caliber of the day and the call
of the day for change is loud and clear. Change or die we are told.
This is why Cleveland Competes was born. Cleveland Competes is
more than just privatization. It really has many parts.

First of all, it speaks to new technologies. The embracing of tech-
nology and government should be the call of the day. The second
is reorganization. In order to provide a service, you have to have
not only good managers but a system designed to deliver quali-
tative products. In the area of technology, we are one of the largest
cities in the country to have out-sourced its payroll system, saving
$2 million in the first year in hardware costs and over $600,000 in
employee costs in the first year.

ust 3 months ago, Mr. Chairman, I was close to this community
trying out a brand new chuckhole machine, which probably does
not have much sway for Members of the Congress, but to people
like Mayor Rendell and I, it means a lot. When I became mayor,
you found anywhere from 8 to 12 people on the back of a chuckhole
machine. Not only were there too many people on the back of it,
but after you filled the chuckhole and the temperature went down
and rose again, the chuckhole popped out, as Mayor Cassidy knows
all too well. So every sinEle year, those 8 to 12 to 15 people filling
those chuckholes came back to the very same streets, the very
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same chuckholes and filled the very same hole again. They did it
because we could not afford to repave every street in Cleveland. We
have gone to new technology. Simplistically, it is called the power
patcher, a brand new form of technology that allows two people to
work on that truck, the chuckholes do not come out. In 5 years we
will have a fleet, and in 15 years we will have a rotating chuckhole
Frogram that will take care of every chuckhole in the city of Cleve-
and at less cost.

Reorianization is key to what we are all about. In 1992 after we
had tightened our belts as far as we could tighten it, we were con-
cerned that we still were not delivering the quality or the quantity
of products and services that we should for the cost that the city
was paying. We began to look behind the problem, to loock behind
the door, and we found very clearly what was at the rudimenta
of the problem that we faced. That in order to deliver a sound,
quality product at the local level, we believe there are three things
that are imperative. No. 1; you have to have good management.
Management is critical. Qur management is good and we believe
it is getting better. No. 2; you have to have good employees. And
I will say to you, Mr. Chairman, our employees are good, 98 per-
cent of them will do whatever we ask and they try to give us the
best day’s job every day.

The last part of this equation though is critically important, and
that is that the system has to match the challenge. We found we
had good managers, we had great employees, but we were in many,
many areas doing the same thing the same way we were doing it
30, 40 or even 50 years ago.

Think about all of the examples you have heard today, corpora-
tion after corporation, look at the House of Representatives, the
U.S. Senate, look at any organization you want and you will not
find one organization that continues to delver service the same way
it did 20, 30 or 40 years ago. So yes, you have to have good employ-
ees; yes, you have to have good management, but you must also
have good systems as well. This movement of competition and gov-
ernment streamlining is not a rejection of public employees. By and
large, public employees are outstanding individuals caught up too
many times in a bad system in a bad place trying to overcome all
kinds of obstacles to def'iver a good service.

Third is the concept of competitive bidding. Some do call it pri-
vatization but we call it competition. At the base that Cleveland
competes there is one fundamental philosophy, we ought to spend
our citizens’ money the way we spend our money. And in reality,
Mr. Chairman, unfortunately, we in government too many times do
not spend the public’s money the way we would spend our own. In
government, we do not spend our citizens’ money the way we
should or the way we can. In government, we have services where
we spend 10, 20 or even 30 percent more for the money than others
pay. Outdated methods, outdated contracts, bad personnel con-
tracts are all causes that make us spend more than we should of
your money in services from street sweeping to asphalt laying to
a myriad of other services.

Let me try to point up a very simplistic reality in our community.
And I would suggest to you, Mr. Chairman, that we are not much
different than any other major city. The poorest people in Cuya-
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hoga County consistently on a day-in and day-out basis pay more
per capita for service—for increment of service than their more
well-to-do counterparts outside their borders. That is an economic
atrocity when the poorest people in the community pay the most
for public services. We must change, we must evolve, we must
adapt if we are to truly keep peace and pace with the world around

s.

Already we do have evidence of how the Cleveland Competes con-
cepts have improved the lives of Cleveland families. The Metro
Health—McCafferty Health Center public/private partnership is an
outstanding case in point. Just a few years ago, the city’s
McCafferty Health Center located on Lorain Avenue was in deplor-
able condition, physically and medically. The facility had not been
maintained for many years, but more distressing was the reality
that the services being offered by the Center to the families, adults
and children of this near west side community were woefully inad-
equate. In August 1992, the city of Cleveland struck a landmark
partnership agreement with the Metro Health Medical Center.
Through this forerunner of the Cleveland Competes philosophy, we
began to see tremendous improvements in our ability to serve those
in need of medical services. Pediatric visits to the Center alone in-
creased from 3,028 in 1991 to 13,278 visits in 1994, an overwhelm-
ing increase of 249 percent. Additionally, the total number of pa-
tient visits to McCafferty Health Center increased from 11,170 vis-
its in 1991 to 25,092 visits in 1994, This outstanding increase of
125 percent is the product of our collaborative effort. Today, three
of the city’s four health centers have joined into public/private part-
nership with Metro Health. Further, the city of Cleveland through
Cleveland Competes reached an agreement with Local Union 47 to
provide custodial services to Cleveland Public Power. It is one of
three key competitive projects that we have now shown that when
our employees wish to compete, they can and they many times will
win.

In 1994, the city of Cleveland opened a brand new headquarters
for its public property power company. At that time, it was decided
that we needed to go outside for custodial help. Usually, we would
go to Local 47, hire individuals and put them on the payroll and
go forward. We decided to bid this project competitively. We re-
ceived six bids, including one from Local 47. Togay, as I sit here,
that building is being cleaned because Local 47 won that bid and
they are operating in our building. Just recently, we took bids for
emptying the receptacles in downtown Cleveland. We took four in-
dividual bids, including a bid from 1099. Mr. Chairman, 1099 won
that bid and today and next year, we will save $600,000 in that
area of waste reduction. I might also add that we intend to take
the savings and buy two brand new EMS vehicles to provide much
needed medical care in our neighborhoods.

Cleveland Competes continues to seek innovative and creative
ways by which to provide our citizens with improved services at
more effective costs. Services such as waste collection and street re-
surfacing can be improved by competitive bidding. This is not the-
o:iy, this is reality. It is working in Philadelphia, it is working in
Cleveland and many other cities across the country.
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I have come here today to say to this committee that for Cleve-
land and all big cities across the country there is no going back.
The public has said rightfully that we ought to spend their money
the way we spend our own. The public does want and deserves a
better product at a better price and they do not want politicians
like us to raise their taxes as an automatic knee jerk reaction. I
might add, Mr. Chairman, this city has not had its income tax in-
creased in the 6 years that I have been here. There is nothin
wrong with trying to keep cost down and providing a better prod-
uct. There is nothing unAmerican about that at all. In fact, there
is something very right about what we are trying to do. I come to
you today to challenge each and every one of you to look beyond
the rhetoric of change and reform and to understand that within
our hands is the ability to build new cities and better ways of mak-
ing our neighborhoods better places to live for our citizens.

ank you. [Applause.]

Mr. CLINGER. Thank you, Mayor, for your very thoughtful and
constructive comments.

I would now like to turn to the architect of another success story
in the city of Philadelphia. AEain, I want to thank him for coming
from Philadelphia to share his thoughts with us on reinventing
government. Mayor Rendell.

Mr. RENDELL. Thank you, Mr. Chairman. I am pleased to be
here. All of our State is proud of the leadership you have provided
in the new Congress. I think it is a thoughtful, reasoned approach
that takes into account the needs the Federal Government is faced
with, while at the same time not forgetting about the individual
citizens of our State. So, we appreciate all that you have done.

It is always difficult to follow Mayor White because he stated so
eloquently and forcefully the case for change in government, the
case for making government more effective for providing better
services at less cost.

I want to tell you for a brief moment about what we have accom-
plished in Philadelphia. Where we were and where we are now as
a frame of reference for the things that I am going to recommend
that the Federal Government take a look at. And obviously Mayor
White and I understand that not everything we do at a municipal
level is applicable to the Federal Government, nor everything you
do at the gederal level is applicable to us. But, I think there are
basic lessons to be learned from what Mayor White, myself and
many other mayors across America have done to make our govern-
ments more effective to save money and to produce better services.
And those mayors are, as Mayor ite said, Republicans, Demo-
crats. They are mayors of large enormous size cities, to midsize and
small cities. We are Africanrimerican, Latino and white. We share
only one common driving force and that is to get the most out of
every precious dollar we have for our citizens. And I think, by and
large, where cities used to be the epitome of wastefulness and even
corruption in the 1970’s and early 1980’s, I think American cities—
and I know there is danger in generalization, but American cities
have bit the bullet and made tough decisions and been innovative
and been creative.

The day that I took office in Philadelphia, some 32 f'ears ago,
we were in horrible shape. We had one-quarter of a billion dollar
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operating deficit due to grow in 3 years—if nothing happened, in-

uding a freeze on wages, due to grow to $1.4 billion in deficit on
a $2.3 billion operating budget. Obviously, that would have thrown
us into bankruptcy. It would have handicapped our ability to reach
our economic potential, Little children in Philadelphia would have
felt the effects of that for the next quarter of a century, and clearly
that had to stop. But it was not our only problem. Qur problem is—
as Mike has said about the city of Cleveland—our problem is that
in 1950, Philadelphia had 2.1 million citizens and when I took of-
fice, we had 1.6 million citizens. And worse still, we had lost
263,000 jobs, not people but jobs in the last 25 years. In the 7 years

rior to my i)ecoming mayor, we lost almost 100,000 jobs. We had
Fost approximately 30 percent of our tax base. And what our re-
sponse had been as a city—and we were not alone in this—was to
raise taxes. As the tax base and as people fled, the only way we
could keep up was to raise taxes. In the 11 years prior to my be-
coming mayor, we raised taxes 19 times and these were not little
taxes. They were our four basic taxes; real estate taxes, wage
taxes, business taxes and sales tax. We had the highest wage tax
i?ﬁ America and the highest business tax in America when I took
office.

So, I understood very keenly that I had to balance that budget
without resorting to raising taxes. If we raised taxes, we might
have balanced the budget in the short-run, but the price we would
have paid for it would have been enormous. It would have been
enormous. And 3 or 4 or 5 years down the road because of the loss
of our tax base, we would not have actually been generating any
additional revenues, rather losing revenues. So it was a difficult,
difficult task.

Our bond rating had reached junk bond status and literally city
managers met every Monday to decide which outstanding bil{s the
city could pay. It got so bad at one point that the vendor who sup-

lied toilet paper to City Hall cutoff that service much to the de-
ight of many of the citizens. [Laughter.]

But we were in deep trouble. [Laughter.]

When I took office, USA TODAY—the very day that I took office,
USA TODAY described—that little box on the front mentioned that
I was the 121st mayor in Philadelphia’s history and said that I
would inherit the worst municipal financial horror show in the
country. Upon reading that, I almost drove right by the buildin
where I was going to be sworn into office. We were in trouble an§
we needed swift and decisive action. We have taken that, and in
various and sundry form, I will outline that.

Where we are today is in less than 18 months we balanced the
budget. We have produced three surpluses, albeit small. Qur first
year of surplus was $3 million; the second year $15.5 million and
this year, we will produce a $30 million surplus. Those surpluses
have enabled us to enact the first cut in the city’s wage tax since
World War II, 50 years. It will enable us to cut our business privi-
lege tax for the first time in a decade. [Applause.]

And those taxes—those tax cuts are not made for political popu-
larity. Those tax cuts are made for economic survival of the city of
Philadelphia. We now have—all three rating services have given us
an investment grade in our credit rating. And most importantly, in
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the year before I became mayor, we borrowed money on a 3-month
basis. We borrowed tax and revenue—we sold tax and revenue an-
ticipation notes. It cost us 24 percent in interest. We just sold those
same notes for a 12-month period at 3.95 percent interest, meanin
nii]lions of dollars of savings to the people of the city of Philadel-
phia.

Now, we have also reversed the loss of jobs. In 1994, after 7
straight dyears of over 14,000 job loses per year, we gained 1,300
jogs, and in this year ir the first quarter we have gained 7,000
Jjobs.

Services in the city, although not where I would like to see them
have rebounded dramatically from prior levels. How did we do it?
We did it in ways that I will outline. And as you begin this quest
to study if t.hin§s that we have done and what Cleveland has done
can be applicable—and what the private sector has done can be ap-
rlicable to the Federal Government; I understand—as a good and
oyal Democrat and as a good and loyal American, I understand the
concerns that Representative Collins voiced in her opening state-
ment. But my message to all of you is that making government
more effective, more productive, more efficient will not hurt citi-
zens, it will help them. Because of the things that we have done,
Representative Collins—because of those things, we have been able
to open every branch library in the city of Philadelphia for 6 days
a week so working people can take their kids to the library on Sat-
urdays for the first time in the city’s history. We have been able
to—{applause.]

We have been able to open seven recreation centers that were
closed, 12 swimming pools that were closed. We have been able to
create organized sports leagues in areas of the city that never had
them before, 21,000 kids are participating in organized sports
leagues. We have been able to radically improve our district health
centers. The waiting time used to be 2 months for ordinary things
it is now down to less than 2 weeks. We have been able to spen
more money on children and youth. And after years and years of
running out of money and being unable to service new clients, this
year—at the end of this past fiscal year, we had more money than
we needed. And every child who was abused, battered or aban-
doned in the city of Philadelphia was taken care of. We have been
able to—with the help of the President’s crime bill, we have been
able to add 153 new police and we plan to add 800 more in the next
3 years. Now, it is true that the Congress and the President have
given us money to help us do that, but you give us about $25,000

er officer for 3 years. It costs us $43,000 in salary and benefits
or a starting officer. And after 3 years, we have to pick up the cost
of doing that. In the next 5 years, we will pay out of our city budg-
et $67 million to match the Federal moneys for the 800 new police
officers in the crime bill. We have a police force of 6,100. So 800
is an enormous increase for the people of the city. Had we not done
the things that we did, we would not have made the changes in li-
braries and recreation and children and youth, in family centers
and in police that we have made.

So changing government, saving money can produce more money
for the things that you care about and I care about and every mem-
ber of this committee cares about. So, I think this is a very impor-
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tant task and we should not look at it with fear. We should look
a}t; it with anticipation because it can free up money to do terrific
things.

We got there by basically doing five general categories, and they
are all outlined in my written testimony, so I will not go over too
many of the specifics. But No. 1, we got there by making tough de-
cisions—by making tough decisions. And in many instances—none
of this stuff is black magic; none of this stuff is rocket science. In
many instances, it is as clear as the nose on your face and savings
that are important can be effectuated by having the fortitude to
make those tough decisions. Mike White, I note with some feeling
of companionship, got a lot of grief for taking on the strong police
union in Clevelanf to make necessary changes in the contract. I
did so as well. We have four municipal unions—and I am not say-
ing this as a badge of honor, but we had four municipal unions 1n
Philadelphia; two uniformed and two non-uniform. I will be the
first Democrat in the history of the city to run without the endorse-
ment of any of the four municipal unions. I think they are missing
the point. I think in the long-run, we have helped them very much,
but they are angered because of some of the things through the ne-
gotiating process and the arbitration process that we had to do. But
we had to make those tough decisions. We had no choice. We
stepped on a ship that was five-sixths under water. So the first
thing I would recommend to the Congress—and you really probably
do not need us to tell you that—is you have got to have the intes-
tinal fortitude to make tough decisions. If you do not, balancing
this budget will not work and it surely will not work in a fair way
that protects our citizens, the citizens of this country.

Second, you have to take that government and shake it, your
government as well as ours. Mike talked about competition. Com-
petition is important. One, because of privatization or competitive
contracting. We do the exact same process as Cleveland. It can
produce a better product for less money. We have contracted out
24 different services and we save almost $30 million a year annu-
ally by having contracted those out. But our two biggest savings oc-
curred when the municipal workers actually won ﬁge contract. We
saved almost $6 million a year because of a new proposal that the
municipal work force, a specific local, put together in our water and
sludge processing center; $6 million alone because competition
forced both managers—because managers are privatized out of
their jobs as well as workers. It caused our managers and our work
force to get together and say how can we save money? How can we
be more productive? How can we beat these outside guys? And no
mayor who has gone through this process is happier than when
word comes back that it is your own work force that won the com-
petition. Instead of 24 and 2 in favor of the private sector, I would
like to see that start reversing so it becomes 2 and 24, and I believe
as we go on it will.

The best thing about contracting out is it has incentivized the
work force. It has made them understand that we cannot have
business as usual. We have to save money. We have got to be more
productive. We have got to spend those taxpayer dollars in the best
way we can. And now, we have dialog between managers and work-
ers to try to figure out ways to do iasic things, important things
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to save money. Is that important? Absolutely. And I am sure you
could tell me stories about the Federal Government—certainly Sec-
retary Martin could from the executive level.

When I became mayor, I got my revenue department together be-
cause one of our big initiatives was to collect more taxes. I thought
we were being beaten left and right on taxes and I thought it was
a very fertile area, and I was right. In 3 years, by collecting taxes
more effectively and more efficiently, ang by raising user fees to
the appropriate level necessary to enforce their jobs, we have pro-
duced $200 and—let me %ive you the exact number, $203 million
in savings in 3 gears by collecting taxes better; by raising user fees;
by getting reimbursements that we are owed, the proper level of re-
imbursements from other governments. It has been a very effective

th%&%

en I met with my revenue department, they said, well, we can
do better but we need a $5.3 million package in software to collect
taxes better, ﬁarticularly these business taxes against businesses
operating in the city who did not even have licenses. And we even-
tually got them this software. But in the meantime, I did two little
exercises with them. I said, one, do a computer run on all of the
businesses located outside the city who do business in the city of
Philadelphia who we give checks to, whether it is contractors or ac-
counting firms or whatever, who we give checks to, do a computer
run and see how many of them do not have business privilege li-
censes and do not pay taxes. You might be surprised, and you
mi%ht not to find 17 percent of the Eeople we were giving checks
to did not have—who were outside the city, did not have business
privilege licenses and were not paying any taxes—17 percent.

I also said to them, bring me the Philadelphia Yellow Pages, and
they all looked at me like I was crazy. I said bring me the Yellow
Pages. In Philadelphia, we have four suburban counties in south-
eastern Pennsylvania and three suburban south Jersey counties
that form our metropolitan area. Each one of those seven counties
has their own Yellow Pages. I said take any category, and someone
yelled out hospital equiqment. So, I went to hospital equipment
and the fourth company listed was in Narberth, a suburb of Phila-
delphia. I said, this company is doing business in the city of Phila-
delphia. You do not have to do any computer run to find that. They
have, with malice of a forethought, advertised in the Philadelphia
Yellow Pages. It means they are doing business here. They did not
advertise just in their own county, they advertised here. Go audit
them—go audit them. Find out if they paid any taxes and then go
audit them. A simple thing like that.

Now, why did our city work force not think of those things? Why
did they sort of lay back and say we need this software or else we
cannot do anything? It is because we have created with the civil
service and in many cases with past practices in union contracts
we have created an incentiveless government. We have got to fin
a way to put incentive back in government. I would love to see a
system in my city—and I am working on it in the next contract—
and in the Federal Government where we give bonuses to individ-
ual Federal workers who are extremely productive. Where we give
a percentage of cash savings of any cost savings suggestion that an
employee comes up with. I would like to see a system like that.
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We instituted something called the Productivity Bank. It is a
small amount of money, $25 million out of our budget. And we
make it available for loans to our own departments who do not
have the money to do what they want to do. It does not qualify in
the capital budget and it is too much for them to sustain in their
operating budget. Like the revenue department, they could not
take the $5.3 million out of their yearly operating budget, so we
lent them the money with the Productivity Bank. And our rules
are, they have got to pay it back with whatever the interest rate
‘was at the time of the loan in 3 years. If they do not pay it back,
it comes out of their budget in the final year. They have got to pay
it back. After they pay it back, they can keep the savings for tech-
nology and equipment. I would love to have some of that savings
go back in terms of bonuses, as well as technolog; and equipment,
to the workers who came up with the idea in the first place. Again,
we are working on that. But just allowing them to keep the savings
to buy better technology or better equipment for their own depart-
ment, it has revolutionized things. We have people sitting around
in rooms figuring out how we can do things better. How we can be
innovative. Let us get a Productivity Bank loan, let us do our job
and then let us get things to change our department like never Le-
fore. So incentivizing the government, I think is awfully important.

New structures are important. I do not think we should be afraid
of new structures. Congresswoman Collins, I am a big supporter of
HUD. I think what the Congress has done to our Community De-
velopment Block Grant Programs is wrong, wrong, wrong. CDBG
is one of the most effective Federal programs we have, started by
a Republican president, Richard Nixon. It should not be cut. In the
palace of truth and justice, it should be increased. I came down to
support Henry Cisneros’ initiatives to restructure HUD. So, I do
not think HUD should be eliminated by any means. But do we
have too many programs and too many bureaucrats in HUD? Do
we have things that are duplicative and that are wasting money?
Of course we do. And Secretary Cisneros acknowledged that as
well. Is a lot of our spending missing the mark? Should we convert
to the voucher system that he is talking about? I think seo. So, I
do not think we can be afraid of restructuring and even merging
or consolidation or elimination of departments. If the basic product
that reaches the citizens in Oregon and Pennsylvania and Texas,
if that basic product is still being delivered the same or in a better
way, I do not think we should fear those type of things. So restruc-
turing is important.

And last, I think we have to have new management procedures
which make us accountable and measure what government does—
and measure what government does. We did something—and I
know the Kellogg people will tell you businesses do it all the time.
We initiated a program called the City Manager’s Report, where we
require the city managers quarterly not only to tell us where they
‘stand in their budgets. In the past, we did not find out how they
were doing until the last month of the fiscal year and then it was
too late to make mid-term corrections. We have also asked them to
reYort, to us clearly measurable standards of accountability. So for
police, how many arrests are being made? Are they good arrests or
are they being thrown out for bad searches and seizures? What is
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our response time to calls, particularly priority one calls? Has our
response time gotten better, has it gotten worse, has it stayed the
same? How many kids are in PAL centers? Everything we do as a
department, we try to get as subjective measuring sticks as we can
and we try to hold our departments’ feet to the fire. Not only to
their budgets, but to performance, to actual quality of services that
we put in,

We have done a lot of other things and I hope that you or the
staff has a chance to read my written testimony. But it can be
done. And again, we get a lot of credit that I do not think we de-
serve because other cities have been doing it. We get the credit be-
cause we inherited such a dire situation. I always think of what
Senator John Fitzgerald Kennedy said when he was running for
president and a little girl came up to him and said, Senator, how
did you become a war hero, and Senator Kennedy replied it is sim-
ple, they sunk my boat. And that is in part true about us. We got
all the attention because our boat was sinking and we had to do
these things all at once. But other State governments, other city
governments have done these things and I believe many of them
are applicable to the Federal Government. I want every worker in
the city of Philadelphia to be thinking about how to do a better job;
how to save money for the taxpayers. As Mike said, we want them
to understand that everything we do as a government has an im-
pact to people who live in our neighborhoods. And the Federal Gov-
ernment, I believe, as big as it is, can do the same. [Applause.]

[The prepared statement of Mr. Rendell follows:]
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MAYOR EDWARD G. RENDELL
m.cmmmuummmcmmnmm

Oversight, and distinguished guests, I am delighted to have the opportunity to appear before you
today. I love talking about the great City of Philadelphia and I believe that we do have some
remarkahls accomplishments to pass on that could be of benefit to others. For the past three and
one-half years, my Administration has been on a mission to reorganize the executive branch of
Philadeiphia's outmoded government, We've been relentiess and we've overcome seetmngly
inmmonmblebmhn—md?hﬂﬂlphhhmpohedbmﬂznmmum(;f
America's greatest urban success stories.
Thmmdah!fyemngo.itwulmﬂmhmginethtlwouldbehgnwaym
present Philadeiphis as an example of what works in government, In January of 1992, when I
took office, Philadeiphia faced the worst financial crisis in its history. We were a quarter of a
billion dollars in debt — a debt that would have grown to $1.4 billion by the end of June 1996
without corrective action. On the verge of bankrupicy, Philadeiphia was virtually cut off from
the major capital markets and was saddied with & "junk" bond rating, the lowest bond rating of
any of the nation's major cities. So desperate was the City that, before I took office, senior City
managers met each Maonday to decide which bills the City could afford to pay. City and State
mwm&mm_"mmmmrﬁmmmu1M-'
' This nightmare was not just & short-term financial crisis, but rather the culmination
of a long-term decline in Philadelphia's fortunes. Like many other cities, Philadelphia's decline
was painfully evident from its steep loss of population and living-wage jobs. Since reaching its
peak in 1950, the City. has lost over 23 percent of its population, dropping from 2,070,000
inhabitants in 1950 to 1,586,000 in 1990. The Census Burean recently estimated that the City lost
1
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an additional 33,000 residents between 1990 and 1992, more than any other city in the U.S.
during that period. As would be expected, the City's employment base had also declined along
with its population. Since 1969, the number of jobs in the City declined by 26 percent, from
938,600 to 692,400 as of January, 1992.

It was sbsolutely clear to me when [ took office that any solution to our short-term
financial crisis that worsened this decline would be a disaster. We could not afford to drive one
more faraily or one more business out of the City. To me, that meant no tax increases and no
devastating service cuts, Ingtead, from day one, my Administration took aggressive action to cut
waste, improve management, productivity, and efficiency, snd drive down the cost of government
~ to do more with Iess. We implemented major structural reforms to fundamentally change the
way City government conducts its business,

So, three and a half years later, where are we now?

L We ate projecting a $29.3 million surplus for the fiscal year that just ended
this June 30. This will mark the third straight budget surplus in a row after seven straight years
of deficits.

L] All three major credit rating agencies have returned the City to an
mmwmhﬂ!ﬁtﬂﬂmmw. 1990, significantly lowering the
City's borrowing costs. Esrly this month, the City's improved crodit ratings enabled us to sell
12-month Tax and Revemnue Anticipation Notes without credit enhancement at a yield of just 3.95
percent. In comparison, during the depths of the fiscal crisis in January 1991, the City was forced
to sell thres-month notes with a yield of 24.00 percent.
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L We have enacted the first cut in the City's onerous wage tax - the highest
in the nation ~ in 50 years. We have also cut cur major business tax in a deliberate effort to
strengthen the bottom line of businesses that operate within Philadelphia, These reductions are
part of a five-year gradual reduction in both taxes that come after 19 increases in major taxes in
the 11 years proceding my Administration.

. e  TheCity gained 1,300 jobs during 1994 and is continuing to gain in 1995.
This ended a brutal slide that saw the City lows over 85,000 jobs in alightly lees than six years.

. More importantly, we have not just held the line on services, we have
enhanced services. With the help of hurxireds of volunteers, we cleaned up City Hall, we opened
our pools all summer long, we added new sports leagues for thousands of kids, and we opened
32 libraries on Saturdzys for the first time in years. We shortened the wait and improved services
at our district health centecs. We developed an effective ncw program of coordinated services to
help the homeless and we added 400 police to the patrois on our streets.

How did we get from the nightmare of January 1992 to the promise of a rencwed
City prepared to prosper in the 21st Century? We got there by reducing the City's expenditures
or increasing its revenues by 2 total of $736 million during my Administration's first three full
fiscal years. We relied on the following threc broad strategies 1o accomplish this feat:

' . We raised an additional $203 million over our first three full fiscal years
by cracking down on tax delinquents, charging user fees that reflect the true cost of providing
certzin municipal services, and more efficiently collecting refmbursements due to the City from

other governments.
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] ‘We negotisted new agreements with all four municipal unions that saved the
City $302 million over the last three fiscal years without materially affecting the quality of life
for the average City employee.

. We generated management and productivity savings totalling $231 million
over the last three years.

These management and productivity savings are what you bave asked me here today
40 describe. Foe the belance of my remarks, 1 would like to explain some of mry Administration’s
effonts to restructure the executive branch of Philadelphia’s government.

When my Administration took office in Jannary 1992, the City of Philadelphia was
operating with management systemns that were designed for a different era. Tbe City's budget
process, personnel system, contracting process, management hierarchy, and information systems
were layered with unwieldy, burcaucratic practices that did not encourage innovative, effective
mansgement of limited resources. As a result, Philadelphia suffered from poor mansgement, low
productivity, and high taxes and spending. As the City's financial condition worsened over the
last decade, those investments that were most critical to doing more with less -- investments in
state of the art management systems, technology, facilities, and equipment ~ were precisely the
investments that were sacrificed to meet more immediate financial needs.

My first step, therefore, was to modernize the culture and structure of our City
government. These efforts began with the Mayot's Private Sector Task Force, which I assembled
upon taking office. The Task Force's charge was to infuse City government with the inmovation,
accountsbility, and entrepreneurship of the private sector. The Task Force was composed of 41
local CEOs and approximately 300 Joaned executives from 130 organizations, all chosen for their

4
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professional knowledge and experience. Thanks to this tremendous commitment of volunteer
resources, the Task Force thoroughly anslyzed City operations and made specific
recommendations for improving service quality, cutting costs, increasing revemues, and
stresmlining operations. From its inception in January of 1992 to the completion of its work in
December 1993, the Task Force completed 17 mansgement reviews of 26 departments and 7
Citywide issues. Most of the success stories that I will talk about next have their roots in this

extraordinary public/private collaboration.

New Management Structures

One of the accamplishments of which I am most proud is the reorganization of four
key governmental functions. You would think that, in a City with a $2.3 billion General Fund
budget, there would be in placs comprehensive systems for managing the City's fleet of cars and
trucks, for controlling the City's exposure to financial risk, for minimizing energy-related costs,
and for coordinating the City's information technology. Instead, when I took office, these
functions were spread chaotically throughout City government. Today, structures are in place 10
handle each of these responsibilities. Even more importantly, each of these new structures will

contimme to improve the City's management and productivity far into the future.

Office of Fleet Management
I established the Office of Ficet Management in April 1993 by Executive Order to
coordinate the maintenance, assignment, acquisition, utilization and repair of nearly 6,000 City
vehicles dispersed over eight Clty departments. After we came into office, we learned that 90
5
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percent of all City services required the use of vehicles. The City's fieet employed 550 people
and cost $40 million per year to operste, but lacked any centralized source for determining the
mmber of vehicles in the City's possession, much less the condition of those vehicles.

Through Fleet Management, we have made grest strides in the eritical areas of
vehicle availability, preventive maintenance, and optimal fleet size and configuration. Fleet
Management reduced downtime of City vehicles to 16 percent for the second quarter of FY95 —
a8 compared 1o 30 percent in the fousth quarter of FY93 — putting more police cars, trash trucks,
and ambulances on the street to deliver critical City services. During the same period, Fleet
Mmgememﬂnodiahﬂydowmhedﬂ:ecny'smﬂmwm;mvﬁichamnmulof
spproximately 6,000 vehicles. The combined effect of these two accomplishments was to increase
the number of City vehicles in service at any given time by approximately 500 vehicles, while
simuitanecusly reducing the mumber of vehicles out of service by about 1,000 vehicles.

With the help of a professional fleet management consultant, we have sutomated
preventive maintenance through the Fieet Accounting Computer Tracking System, known as
PACTS. FACTS provides a profile of each vehicle, and is used to track parts inventory,
preventive maintenance schedules, vehicle availability, and shop performance. FACTS is
expected to result in an estimated total savings of $3.9 million over the next five years. Purther,
ﬁmmmmmwmmwupmmmmmmmmmﬂ
make-up to guide our purchases of new vehicles. - Finally, Fleet Management has generated $2.5
million in new revemues from the auction of obsolete and underutilized equipment.

Thanks to Fleet Management, we now have the expertise and capacity to focus on
the detils of the City's vehicle wse. We arc benefiting from enhanced management tools such as

6
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regular mxtomotive techaician training, improved bid specifications enabling the City to purchase
a bemer vehicle for less, greater contract management efficiencies to reduce mamufacturer
markups, pre-trip inspection protocols for drivers, enhanced job qualifications and testing criteriz
for fieet personnel, and increased customer service. In short, we have the structural capacity ©

ensure a streamlined and efficient fleet system for Philadetphia.

Division of Risk Management

In February 1993, 1 issued an Executive Order creating the Division of Risk
Management to reduce the City's exposure to claims and lawsuits and to reduce the frequency and
cost of employee injuries. This move was absolutely critical to protect the City's assets. No
private sector corporation even half the City's size could operate without a professional risk
manager to evaluate contracts, purchase insurance or design a scif-insurance program, and
evaluate important Hability issues. Yet, before February 1993, Philadelphia had no such program.

Risk Management centralizes and expends functions that were previously scattered
throughout the varlous operating departments. The non-system that we had inherited was
disorganized, decentralized, and mismanaged, resulting in a terrible record.  With respect to
claims and Iawsuits, City indemnity payouts rose from $13.3 million in FY89 to $34.9 million
hm.w$1.7millinnh1FY93uthelevelofchhuhueuedmdulhoChylndtheCmm
of Common Pleas began to clear out an aging beckiog of cases. With respect to employee
disability issues, for cxample, from 1986 to 1992, the total cost of the City's work injury
programs almost doubled; in 1991 alone, the City awarded five times as many service connected
disability penaions as it had awarded just 10 years earlier. In addition, temporarily disabled

7
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employees were receiving an average 19 percent raise in their net pay for not retarning to work,
contributing to an estimated 83,000 Jost work days in 1991,

To meet #ts goals, Risk Management works through four distinct units. The
Employee Disability Unit oversees all aspects of the employee work-related disability program.
The Safety and Lows Control Unit investigates and seeks to resolve safety issues, provides injury
Mm,mmmmwmmmﬁmmmﬂncw The
mmmmummwmwummmm-m
programs, approves all City cantracts, advises City departments regarding liability issucs, and
monttors all construction projects fanded by the City. Fimally, the Claims Unit investigates and
settles property damage and personal injury claims filed against the City.

Risk Mansgement's results have been impressive. Through the implementation of
a total comprehensive reform of this element of municipal government, the Philadelphia injury
benefits system is coming under control, with total savings from disability reform estimated to
approach $8.9 million in FY95. The use of injured-on-duty (TOD) leave taken by City employees
bas decreased by nearly 17 percent in the five departments with the highest historical usage of 10D
time: 10D leave for the Palice, Fire, Prisons, Strects, and Water departments was reduced from
a total of 62,979 days in FY93 to 52,539 days in FY94. The oumber of service-connected
pensions awarded has also dropped dramatically from 153 in FY92 to 45 in FY94. Philadelphia
0ow has & professional staff that seeks to identify means of reducing injuries such as the purchase
of ergonomically sound equipmemnt and furniture to prevent back injuries and carpal tunmnel
syndrome. Our Claims Unit has instituted immediate initiatives to reduce the City's costs such
as the mobilization of City claims adjusters in emergency siations, the aggressive investigation

8
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and amempt to settle claims before a lawsuit is filed, and the collaction of previcusly umecovered
hundreds of thousands of dollars in third party damages to City property.

Over the next few years, the primary focus of the Risk Management Division will
be to continne to build on and imstitutionalize the systems that have been put into place since 1993.
As these initistives continne to evolve, Risk Management projects further savings and greater
stability in both the City's disability system and indemnity budget.

Municipal Energy Office

The third new government structure is the Municipal Bnergy Office (MEO), which
1 established by Bxecutive Order in July 1993 to lead and coordinate a Citywide effort to reduce
energy usage and costs. Energy consumption was not so much & case of mismanagement as it was
a total lack of management. My goal for the MEO was to reduce the City's energy expenses and
consumption by st least 10 peccent, for savings of st cast $8.6 million from the City's yearly $86
million energy budget. In just over ane year of operation, the MBO doveloped initiatives that are
projected save the Clty a projected $16 million through 1999; the cost of operating the MEO
amounts to only a smafl fraction of these savings. For example, in FY94, Philadelphia joined the
U.S: Environmental Protection Agency's Green Lights Program to upgrade 12 million square fect
ddwﬁlﬁuﬂm,mumummmmcny'lmnbeymﬂ
million anoually. In another initiative, the MEO's Aladdin Project replaces older light bulbs with
more energy-efficient bulbs to save a projected $415,000 in FY9S. Through the development of
new encrgy-cfficiency standards for all new and renovated City facilities, and other cost-saving
programs such as the replacement of teaffic signals with light emitting diodes, MEO anticipates

9
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that by the year 2000, the City's overall energy use will decline by 20 percent, while lighting use
should drop by 30 to 35 perceat.

Mayor's Office of Information Services

I created the Mayor's Office of Information Services (MOIS) in Sepiember 1993
to consolidate the City's information services under one office and one director. Prior to the
creation of this Office, the City's information services were dispersed among various Ciy
departments, & situation that repeatedly led to poor choices of hardware and software, and
duplication and lack of coordination among related departments. Now, however, we are
developing a secure, networked, and state-of-the-art computer architecture maintained by skilled
information systems professionals.

MOIS has radically changed the City's approach to information teclmology. In
1994, MOIS worked with City departments to develop the City of Philadelphia Sirategic
Information Technology Plan 1994-2000 which provides a blueprint to guide the City's
information technology investments into the next century. MOIS has also developed a City
information technology budget that catalogues technology investments Citywide and assists in
interdepartmental coordination, resource allocation, and priority-setting.

| Now that we have established a clear direction, I have chosen to increase the
percentage of the City's budget devoted to techniology from 1.6 percent for FY94 10 reach 2.5
percent by FY97. These investments will ultimately pay off handsomely in improved productivity
throughout the City, just as they have in private industry. For example, by establishing Citywide
standards for personal computer software and local area networks, MOIS expects to save a total
10
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of more than $1.5 million over the next two years. MOIS has cut costs through the enhancement
of dstabases already in production and the consolidation of datacenters for City agencies. By
renegotiating hardware maintenance agreements, MOIS achieved another $110,000 in anmual
savings to the City. Contracting out techmology-related activities that cannot effectively or
efficiently be performed by in-house staff has also resulted in significant service fmprovements.
Pinally, increased computer training and software support for City employees at a rensgotiated
cost has resulted in an estimated $200,000 in anmal savings to the City.

Most importantly, MOIS has enabled cooperation between departments o vastly
fmprove the City's ability to carry out its responsibilities. MOIS is assisting in the development
of a ncw integrated Criminal Justice Information System (CJIS) to be shared by the courts, District
Attorney, police, and prisons systams. Before the CJIS, information on each suspect had to be
entered four times into four different computer systems. By using a common file, the CJIS will
climinate wasteful duplication, make tracking a suspect's movement through the system much
easicr, facilitate more efficient pro-trial procedures and prison population management, and help
witnesses, crime victims and the justice system as a whole. Purther, MOIS collaborated in
developing an integrated tax system for the Revenue Department that will track the payment of
17 taxes, give the City access to state and federal revenue computers, and enable better -
mmmmmeuwa'-mmm'
This system is projected to yield $21 million in additional revenues over the next five years.
Finally, with the City Planning Commission and Streets Department, MOIS is developing a new
Geographic Information System — a sophisticated computerized map of the City. This system will
be abie to gencrate maps showing trash routes, water mains, sbandoned housing, zoning

11



52

classifications, and water cutoffs. The City may save up to $4 million between FY93-FY99 due
to improved routing of vehicles and supervisory communication made possible by this irnovation.

New Management Practices

The consolidation of these four governmental functions reflects our desire to create
# morc efficient, productive public structure. Perhaps the greatest evidence of my
Adminilmﬁﬁn's commitment to revolutionary change, however, comsists of three new
management practices that we have implemented throughout City government: Competitive
Contracting, the Productivity Bank, and the Department Service Delivery Report initiative. Each
of these new management practices has contributed to the City's remarkable savings that I
described earlier. The value of these tools extends far beyond savings, bowever. These new tools
of mansgement have greatly improved service levels in the City. And they bave fandamentally
cmmmomeMmthMwnm,
entrepreneurial management of service-oriented operations.

%mmcwu

My Administration created the Ciry's Competitive Contructing Program in April,
1Mmmwmpmmumwuonofcuymm. I see three primary benefits to this
program. First; in every initiative so far, the City bas obtained equal or better service at a lower
price. Second, the Competitive Contracting Program requires City departments to compare the
cost and quality of their services to analogous services provided by the private sector. Private
competition creates a yardstick by which City managers and union employees can measure their

12
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performance, providing the opportumity and the incentive for City managers to implement
productivity measures. Third, Philadelphia has finally introduced competition into the delivery
of basic City services. Increasing efficiency — even in those departments or divisions where there
is no pending contracting out initiative — has been the inevitable result. The City's competitive
contracting program i3 encouraging City managers and workers to become more entreprencurial.

_ To date we have completed 26 competitive comtracting initiatives with outside
providers, generating an estimated total anmual savings of $23.86 million as of May '10.. 1995.
Perhaps the most visible example of the improved service that results from contracting out is the
new shine on Philadeiphia's 92-year old City Hall. Now cleaned by a family-run, unionized
maintenance firm, City Hall is cleaner than ever at a savings to the taxpayer of more than
$300,000 a year. For another less visible but more lucrative example, the City is in the process
of eliminating its warehouse for office .luppliu and replacing it with just-in-time delivery
requirementts for contractors, at & savings of $1.15 million anmally. And the City has contracted
out the responsibility for cutting neariy 1,000 acres of grass in Firmount Park. This measure has
reduced the average time between summer mowings from four weeks to two weeks at no
additional cost, and permitted maintenance workers to attend o other Park tasks.

The purpose of;eunpeddve cantracting is not to “privatize” City functions, but
rather o lower the cost and improve the quality of City services. Before contracting out a service,
City managers must perform a stringent economic analysis that identifies the true cost of the
service. This economic amalysis is provided to our City employee unions, and they are given the
opportunity to develop and submit their own bid to keep the service in-house. Through this
process, the City has saved an additional $8.2 million thanks to two initiatives where the functions

13



54

contime to be performed in-house by City workers at a lower cost. In fact, the single largest cost
saving genecated as a result of our competitive contracting program was an in-house restructuring
of the Water Department's Sludge Processing Center. Regardiess of the outcome, simply going
through the rigorous process of conducting an economic analysis of their services benefits
departmental operations.

I want 1 stress that when competitive contracting leads © & service being furnished
wmmm.mcw!-mwwmmhmmummm
not end. Instead, the role of the City changes from provider to overseer, and my Administration
has made 8 strong commitment to competent and vigilant contract management.

1 also want to stress that a successful competitive contracting program does not have
to come at the expense of hardworking municipal employees. The City has provided alternative
ezployment for over 1,200 City warkers displaced by competitive contracting initiatives through
2 new Redeployment Office in the Personne! Department. Moreover, fewer than one dozen
employees have been laid-off as a result of the City's competitive contracting initiatives, and no
worker has been involuntarily separated from City employment without first being offered an
appropriste new employment opportunity through a *first hiring preference”™ with the new service
provider and/or the Clty.

Productivity Bank
In August 1992, my Administration introduced a $20 million revolving loan fund,
known as the Productivity Bank, to trigger key departmental initiatives — projects that will
generate long-term savings and revenues or significantly improve services. Alm_gthewly,the
14
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Productivity Bank is intended to spark innovation in the way that Ciry government conducts its
wm.hnpmwd:mmuntyoqummgeﬁ.mdimmweemepmnhipmm
to the public.

Elisﬁlepojeﬂsmthoseﬂm“mototherwilcbefundedfmmthecuy'lupiml
budgamﬁomadepmm'lopalﬁnsmdguwmnmmmmmlmmm&'
Wmmmwmmmmmmmpmmwm
a project budget, and an analysis of how the project will either reduce City General Fond
expenditures for delivering municipal services, increase City General Fund revenues, or lead to
substantial increases in service levels even if financial paybacks are not readily quantifiable. Bank
loans must be repaid in accordance with a repayment schedule that is set forth in & formal loan
agreement signed by the department head and Bank officers. Departments are required to pay
back to the Bank the loan principal plus 8.56 percent interest.

To date, the Bank has approved 11 loans to seven different departments for 8 total
loan amount of $15.8 million. The City currently estimates that these loans will generste savings
or revenues of approximately $51.2 million during the first five years of each loan; long-term
benefits will be far greater. Even after repaying the original principal and interest to the Bank,
mmcwapmmﬁnmmmmmmnmuwmmmm

The success of this project goes well beyond dollars and cents, however. The
Productivity Bank is playing a major role in upgrading the technological capabilities of City
government, particularly in the development of advanced computer systems, the area that has
received the vast majority of loan fund investments. For example, the Records Department
received a $3.85 million loan to develop an advanced computer imaging system that reduced the
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time required to complet title searches from 8-12 weeks to just one week. This improved service
vwmmwdxdcpamnqnmeouectmlddlﬁondﬂ.*mmlonhmbym,Mwm
2150 result in $1.76 million in savings by allowing one employee to do the work previously
performed by eight workers.

The Productivity Bank also loaned $1.28 million to the Police Department for the
pmhuofaempumphom—hnum_uymmnmmupwomgnmimmng-mosfm
immedhureuhvﬂ.uweﬂuabn—oodedidnﬂﬂaﬁmwds.ymmmdevidm.wml
module. This will assist in improving accountability at court check-in, and evidence inventory
control, and is projected to save $2.64 million in personnel costs, overtime, materials and supplies
during FY94-FY98.

Four Productivity Bank loans totalling $6.8 million to the Revemie Department are
projected to produce extraordinary returns of $30.9 million in increased revemies. These loans
will ensble the department to sutomate its collection, billing, and enforcement capability; sutomate
the selection of retarns for sudirs; and link all City tax systems and federal and state databases.

These are just a few examples of what can be accomplished using this new
management tool. As a revolving loan fund, the Productivity Bank is designed to be an ongoing
part of City government. Repayments from many of the existing Productivity Bank loans are
already well underway, with $4.9 million in repayments already completed and an additional $5.7
million of FY95 repaymonts awaiting the submission and passage of a year-end budget transfer
ordinance.
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Departmental Service Delivery Report

Ultimately, the true test of any governmens is the quality of the services that it
p:wﬁenobchim. When we evaluate the performance of any function of government, we
must not simply measure how much was spent and how many employees were dedicated to the
task. We must also messure what is really important to our citizens —~ the level and quality of
services provided. True accountability to the public cannot exist without this.

Uncil receatly, however, neither I nor any previous Mayar of Philadeiphia could
tell you at any given time exactly what level or quality of services we were providing, The
muumum.umm. incomplete, and in many areas,
virmally non-existent.

With those concerns in rind, nty Administration has developed what we call
the Departmental Service Delivery Report to systematically track and evaluate the quality and
quantity of City services being provided to the people of Philadeiphis. This initiative enables City
officials and the public to assess whether real progress is being made to upgrade City services
within existing budgetary constraints.

Department by department, we are developing for the first time a comprehensive
set of quantitative méssurements of service levels and qualitative measrements of performance.
mmdmmkmam”bdofﬁmehmmmﬂeofamh-wl-
messurement for the Police Department; respanse times would be an example of a performance
measoremext. Other Police Department messurements that are currently being reported include
responsc times in minutes for Priority One crimes, mumber and percent of officers in on-street
buresus, major crimes and arrests in thousands, clearance rates of crimes for which arrests have
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been made, average hours taken from arrest to completion of processing, the number of police
vehicle accidents, the number of children served by the Police Athletic League, and several
personnel-related measurements. As you can see, these measurements and targets can give a
pretty good idea of the performance of the Police Department to every one from the
Commissioner to & citizen on the street. For all 33 agencies included in the most recent
Departmental Service Delivery Report, there were a total of more than 150 measurements, each
of which included quarterly and anmual targets set forth in black and white.

The process of developing performance measures should, by its nature, be an
ongoing one. It has the potential, in and of itself, t contribute greatly to the quality and quantity
of City services. As City managers work to develop accurate means of measuring performance,
they will also have the opportunity to re-evaluate their departmenzs’ fundamental mission.
Moreover, they will be challenged to articulate key goals and objectives that fulfill that mission,
and then to develop measurements that confirm whether or not the desired objectives are being
achieved.

Control and Oversight
.Iwund.nmmmny:ommmwmmmmmmmy
Administration created to oversee the initiatives I have described above, as well as literally
undreds of other steps, large and small, that have contributed to Philadeiphia's renaissance. The
first of these is the Initiative Compliance Committee (ICC), which is made up of the top City
managers and which I established early in my tenure to monitor the City's progress in meeting its

cost-saving, revenue-enhancing, and productivity-improvement goals. The ICC meets weekly
18
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to discuss the City's financial and operationa status, and to make policy decisions. In addition,
the ICC meets with all departments on at least a quarterly basis to review their budgets and to
address major operational issues. The guidance of the ICC has been critical to the success of the
many accomplighments I have described.

Second, for day-to-day coordination of the implementation of the City's many
management and productivity initiatives, in Jamary 1992 1 created the Office of Management and
Productivity (OMP). OMP acts as a clearinghouss for new ideas, and champions mamganm
improvement projects that cross departmental boundaries. For example, OMP has played a key
role in restructuring the four internal City functions I discussed early and contimes to supervise
the operations of Fleet Management and MEO. It runs the Productivity Bank, participates on the
Competitive Contracting Committee, and works to creatc ongoing partnerships with the private
sector through the Mayor's Management and Productivity Council, the successor of the Mayor's
Private Sector Task Force.

Given the seriousness of the City's financial condition when I took office, we had
no room for miscalculation or delay in implementing our reforms. The ICC and OMP played
critical roles in working with each department to establish ambitious yet realistic targets for cach
ini_ﬁnﬁve.and-inunubgthnthonmmachieved. This process continues today.

Conclusion
The hallmark of my Administration has been a refusal to appeal to outside sources

such as the stae and federal governments before first putting cur own house in order. And I am
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proud that we have done that. In just three and a half years, we have restored public confidence
in our City's government by proving that government can work so long as we all work together.

But we are by no means out of the woods. For deepite ali this remarkable progress,
the economic future of this City is still very much in doubt. Consider this: Last year was only
the sixth in the last 26 that Philadelphia has pot ended the year with a net loss of jobs. Between
the 1970 and 1990 Censuscs, the portion of our residents living in poverty rose from 15.2 percent
to 20.3 percent.

I don't need to tell you that an eroding tax base combined with an increasing need
for a wide array of life-sustaining services is a formula for long-term dissster. When I took
office, I knew all too well that this formula had bequeathed Philadelphia 2 tax structure that was
an albatross around the City's neck, choking Philadelphia's texpayers and economic growth. It
put the City at a competitive disadvantage, not only with its suburbs, but with other comparable
cities as well. For example, a recent Wharton study placed the tax burdens of our four
surrounding Pennsylvania counties st between 2.97 and 6.62 percent of a typical resident's anaugl
income, while a Philadelphian staggers under a 12.15 percent burden.

Thercfore, at the most fundamental level, two constraints must govern every
strategic policy choice we make in the future. - First, we must do nothing further to drive people
and jobs from the City of Philadciphia. This means no further increases in tax rates and no further
cuts in the services that the taxpayers value. Second, we mmst create opportunities for new job
and neighborhood development by cutting the cost of doing business and living in Philadetphia
while concurrently _aproving City services. I stress again: our strategy cannot succeed if it
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lowers the quality of the City services that influence people's choices to leave or invest in our
City.

The successes that I have described cannot be the end of the Philadelphis story.
If City government is to contribute to Philadelphia's future competitiveness and strength, then
government reorganization and economic revitalization must be an ongoing process. Identification
ofcm«nﬁngmsm.mmmofndwmanddemm and cutting the
cost of doing business, are only the beginning of a long, cotiming battle for economic
survival.

It's a bettle we must all care about, regardless of where we live. In closing, let me
share with you the words of National Iottenal co-founder, columnist, and author Neal Peirce:
"Too often scorned, too often abused, cities are the heartbeat of
what makes America America. For centuries, they have provided
ladders of opportunity for each aspiring natiopality and ethnic group
that reached these shores. Their parks and river walks and public
buildings, their boulevards and monuments, embody the vision and
legacy of our forcfuthers. Cities are the nerve centers of America's
commerce, its arts, its comrmumications. Their neighborhoods,
spread out in infinite design and character across this continent, arc
the fabric of our civilization.... Let thete be no doubt: no cities, no

civilization "
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Ladies and gemtlemen, I live and breathe the City of Philadelphia, and for me,
these words ring true. As you endeavor to restructure the federal government, 1 ask you to keep
these words in mind.

Thank you.

Questions for the Honorable Edward G. Rendell, Mayor of Philadelphia

1) Your testimony credits much of your success to extraordinary public/private collaboration.
Do you think such collaboration is possibie on the federal level? And more importantly, do you
think federal restructuring can succeed without it?

2) It seems to me that you were able to turn Philadelphia’s fortunes around in a surpnsingly
short period of time. How did you manage to “strike while the iron was hot,” yet do it thoughtfully
and without many mistakes?

3) Did your reforms cost money up-front, in order to achieve savings over the long term?

4) It sound like the success of Municipal Energy Office and the Office of Fleet Management,
and of course the Office of Information Services, hinged on the use of technology. Please elaborate

on the role technology has played in the city’s successful restructuring efforts. Would your success
be possible without it?

5) What is your position on the elimination of each of the following federal departments:
Commerce, Education, Energy, and Housing and Urban Development?

6) Please comment on the proposed devolution of Federal programs down to states and
localities.

7 Would you support an incentive/bonus program for federal workers who find ways to cut
federal regulations efficiently?

8) Would you support a repeal or modification of Section 13(C) in mass transit programs that
limits the ability to compete transit programs?
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1. 1 strongly believe that restructuring of federal
government must entail a public private collaboration. We found
that it was vitally important to have people ouytslide the government
bureaucracy to come in and evaluate what changes were necessary to

allow us to be more effective.

2. We did make our share of mistakes but, fortunately,
they were minimal and although it is true that our turnaround
occurred in a short period of time, I was formulating my ideas with
a dedicated group of people for well over 18 months before I became
mayor. Additionally, it should be noted that one of the reasons we
were able to "strike while the iron is hot" was because there was
overwhelnming public support for making changes in the face of our
problems. I can‘t overemphasize how important it is to be able to

galvanize that level of support.

3. Some reforms did cost up-front money but in the 3
1/2 short years we have been on the job they have already paid us
back with significant dividends. (See attached description of our
productivity bank). '

4. All three of the offices cited in your question
depended significantly on technology to achieve the 1level of
success they did. That technology could have been technological
advances used to effectuate the reforms (e.g., the Office of Fleet

Management used new computer technology to do street mapping which
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allowed us to create more efficient trash collection pickup routes
that saved millions of dollars overtime) or where new technology
was directly used to achieve savings (e.g., Energy Office’s Alladin
Project which replaced all existing city 1light bulbs with new

cheaper and more efficient ones).

5. I believe that of all four departments, it is
absolutely essential to keep HUD and Education as separate
entities. Their mission would be severely hampered without having
specific advocates to advance it. They both should be
significantly restructured, however, and Secretary Cisneros’
recently announced plan is a very sound one. I do not know enough
about the mission or work product of the Commerce and Enerqgy

Departments to appropriately comment.

6. Devolving federal programs down to the states and
localities 1is basically a sound idea, Clearly 1increased
flexibility at lower levels of government is extremely important.
However, this devolution should not be used as an excuse for
devoting less money to the substantive goals of the programs that
are working (surely there can be significant reductions in
administration by eliminating much of the federal bureaucracy).
Nor should this be done without the imposition of some basic
federal standards to ensure that the states and localities operate
these programs in a way that achieves some of their basic goals.
Lastly, it is very important that much of this block granting and

devolution go directly to cities and counties as opposed to states.
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Far too often states’ distribution of block grants gives cities
less funds than they deserve for political reasons. This can be
avoided by devolving many programs (such as crime bill funding)
directly to the localities.

7. Absolutely! Only incentives and/or bonuses can help
us find effective ways to cut regulation, eliminate waste and save

money.

8. We support streamlining the existing procedures
under 13(C). Experience has taught us that the well meaning
intentions to protect labors interest too often resulted in costly
and unduly lengthy delays in the procurement of transit goods and
services with no benefit to the public, to the transit authority,

or to labor.
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Mr. CLINGER. Mayor Rendell, thank you, for your excellent testi-
mony and for the great success that you have had in the city of
Philadelphia. It really is remarkable.

Treasurer Blackwell, again, we thank you for participating this
morning. We are delighted to have you Kere and look forward to
your testimony.

Mr. BLACKWELL. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, let me say how

ateful I am for this opportunity to testify and how privileged I
eel to serve on a panel with such exemplary public servants.

The views I share with you today are drawn from 25 years of ex-
perience in academia, government at all levels and business.

I come before you as a State-wide elected official and as the
State’s chief fiscal and investment officer. I briefly want to address
the management revolution that has gone on in State government
and the underlying conditions that have allowed, if not forced, the
States to achieve huge productivity increases and improved serv-
ices to the taxpaying citizens at a lower cost than ever thought pos-
sible. These changes have brought about an immensely positive
transformation of State government. These conditions now apply to
the Federal Government as well.

It is a cliche in the business world that the old ways of doin
business are long gone. The market has always disciplined for-prof-
it organizations through three mechanisms; performance stand-
ards, pricing information and the constant possibility of consumer
choice, or the option of substituting a new and improved service for
the old one. Big American companies—including a lot of major em-
ployers in Ohio—had to learn many difficult lessons as a result of
foreign competition in the 1980’s. State and local governments had
to learn many of the same principles in the 1990’s. Now the Fed-
eral Government will learn them as our Nation approaches the
year 2000.

These lessons are, first, the citizens of the United States are be-
coming aggressive comparison shoppers with extremely high per-
formance standards and heightening expectations of service. Sec-
ond, citizen taxpayers are beginning to see that they and their
elected leaders have more alternative choices than ever dreamed
possible. And third, citizens are getting accurate and unambiguous
information about the pricing of Government goods and services.

This increased access to information is a momentous develop-
ment. It is true the cost of Government has gotten too big to be ig-
nored. The cost of Government in taxes is now the single largest
item in every family’s budget. The average American family now
spends 40 percent of its income in taxes, which is more than its ex-
penditures for food, clothing and shelter combined.

What will really make the difference though is that from the
middle of the 1990’s onward, I believe the Federal Government will
be -subject to a pair of constraints. A constitutional requirement for
a balanced budget and a constitutionally mandated three-fifths
vote on any tax increase by the Congress. Ohio has the former and
1 am confident that we will soon have the latter.

For us legislators and executives, the balanced budget and super-
majority requirements are decisive indicators of how well we have
done our jo%. The constitutional amendments do not say that we
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cannot pass an unbalanced budget or a tax increase, but they do
say we cannot do it either without explicitly going on record and
telling people what we as their elected employees have done. These
requirements force us to say that we could not think of anything
better to do. Believe me, that is a tough test.

Three basic questions are being asked at the State and local lev-
els. You have heard them laced in the comments of my fellow pan-
elists. What exactly does the city and State need? Who can best
provide it and how much will it cost? To Governor George
Voinovich and me this is not rocket science, but it is really tough
to ask these questions and to make them stick. Consider this, of
the 50 States, 49 have a constitution or statutory budget balancing
requirement. As of the last year, 49 States expected to end the pre-
vious fiscal year with their books in balance. And incidently, of the
49 States which balanced their budgets, 47 ran surpluses; 10
States currently require a three-fifths or a two-thirds super-major-
ity in the legislature to raise taxes. On the whole, these States
have been even more successful in restraining the size of Govern-
ment. In super-majority States, per capita spending increases in-
creased by an average of 95 percent between 1980 and 1990. In
States without super-majority requirements, spending increased a
significantly higher 102 percent.

The achievement of the States stand in marked contrast to the
failure by Congress to pass a balanced budget for 29 of the last 30
years and 25 years in a row. There is a single root behind the in-
ability of Congress to manage our Nation’s financial resources wise-
ly. It has long exempted itself from the market discipline that ap-
plies to lower levels of government, private organizations and fami-
lies. Congress has been able to systematically evade its responsibil-
ity to the voters for its financial practices and at least hide from
the general public the impact of its decisions to tax and spend.

So how, in short, did Congress pick up its big spending ways?
Here is a brief catalog of devices. Automatic unlegislated tax in-
creases. Of course, the most notorious of these was bracket creep
in the 1970’s. And while action in 1981 took care of this situation,
over the years, Congress has still found other ways of allowing or
attempting to allow a tax increase without an aﬂ%;mative roll call
vote.

Automatic spending growth. This is the entitlement dilemma.
And the current services baseline which includes programmed
spending increases from year to year.

Dheceptive voting practices which this Congress is starting to deal
with.

Incumbent protection; unfunded mandates which Governor
Voinovich was in the leadership fighting with my two colleagues
who have fought this fight at the local level.

B.etgulatory takings, rights of private action. You begin to see my
point.

Finally, there are two reasons why the Federal Government
never had to make the tough decisions and adopt the bold but po-
litically risky strategies State officials have had to accept. To start
with, the Federal Government enjoys access to world capital mar-
kets. So far its access has been unlimited. We have been fortunate
that foreign investors and central banks still have sufficient con-
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fidence in the strengih of our Nation’s economy to purchase most
of our debt. They still do, perhaps because the U.S. Treasury—U.S.
Treasury bonds are backed by tﬁe full faith and credit, which is to
say the unrestrained taxing power of the Federal Government. It
is unclear however that this situation will continue. The Federal
credit card might be reaching its limits.

Moreover, the Federal Government is not in competition with
other jurisdictions in the United States. Federal policies are the
same everywhere. People cannot move around to avoid them with-
out going overseas. And though competition between countries is
becoming ever more keen, the overall disadvantage of the United
States are such—the advantages of the United States are such that
the Federal Government does not feel direct competition with other
countries in a way that we as State leaders feel and that has forced
us to compete among ourselves for jobs, employment and taxpayin
citizens. The States have never been able to afford this type of se]tg-
indulgence. The Federal Government heretofore has lent itself this
sort of self-indulgence. I think that is one of the two most pressing
problems that we still must address during your session this year—
the balance of this year.

We also have many management tools which the Federal Govern-
ment chooses not to exercise, and other conditions which help keep
our eyes on the bottom line. These include the balanced budget
amendment requirement, the line item veto, super-majority re-
quirements, less protection for incumbency, more market discipline
for State and local finance, less reliance on withholding taxes. At
the local level, there is no withholding for property taxes. Making
taxes visible and encouragin§ taxpayers to consider whether they
are really getting good value for their money.

Next, the intense competition I mentioned between States and
i:itiels for investment, jobs and taxpayers are missing at the Federal
evel.

And finally, ironically, the pressure of unfunded mandates—
which we at the State and local level, with your assistance, beat
back—have helped to liberate our thinking on management and it
has made us anxiously ready for change and convinced us that the
status quo is not an option.

Those of you in the 104th Congress seem to share our conviction
in the States that the time for change is now. I certainly do not
mean to cast aspersions on Congress as an institution in my re-
marks today. Indeed, I hail you for your passing of the line item
veto and the balanced budget amengment through the House, for

our progress in making cost benefit analysis a part of regulatory
egislation and for working with the Senate and President Clinton
to end unfunded mandates.

And finally for adopting a parliamentary order that requires
three-fifths majority vote on an income tax increase in the House.
And for many, the benefit of these procedural reforms, we owe you
a great deal of thanks.

e current Congress has gone a long way to removing many of
the needless obstacles to a dramatic shrinking of government that
in my view should be your next priority. Perhaps nothing in politics
that is right is easy, but I personally think some shrinking of gov-
ernment 1s virtualfly inevitable if you are to be able to make the
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budget resolution you have adopted stick through the appropria-
tions process.

You have created a new performance standard for government.
The results has been the creation of State and local governments
as powers in their own right—the results of these pressures that
I have discussed with you this morning.

I would like to close by saying that the taxpayer movement,
whose spirit is captured in the charts that have been provided for
the audience and the committee has become a vast virtual commu-
nity that collectively follows Congress and the State capitols more
i:)]osel than any firm of Washington lobbyists could ever have

oped.

The people with greatest interest in spending discipline will be
the people working to promote the balanced budget and super ma-
jority requirements in their home State, and they will be fully en-
gaged in national politics and yet they will be working on these is-
sues at the local level.

Here in Ohio, we are pleased to be part of this movement. I serve
as chairman of the Ohio Taxpayer Protection Committee and we
support HJR-9, the Ohio Taxpayer Protection Amendment that
would (1) require three-fifths majority vote of the General Assem-
bly to increase any taxes or repeal any existing tax exemptions, or
authorize the General Assembly by a majority vote of each house
to submit the question of new or increased taxes to a vote of the
people on a Statewide ballot in lieu of passing a bill to impose a
tax. This measure has been adopted by the ghio House of Rep-
resentatives and now awaits action by the Senate. If the amend-
ment is not approved, an even stronger version will most likely be
suﬁ'ected to an initiative on the November 1996 ballot.

r. Chairman, members of the committee and members of the
public, I have attempted to whittle down a 30-page statement and
so I have summarized it as quickly as I could and I thank you for
the opportunity to share these opinions with you. [Applause.]y

[The prepared statement of Mr. Blackwell follows:]
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TESTIMONY OF HON. J. KENNETH BLACKWELL
TREASURER OF THE STATE OF OHIO

Delivered before the
Committee on Government Reform and Oversight
U.S. House of Representatives
Field Hearing in Cleveland, Ohio
July 14, 1994

Mr. Chairman, let me say how grateful 1 am for this opportunity 1o testify and how privileged |
feel to serve on a panel with such exemplary public servants. Mr. Chairman, distinguished members of
the Committee, and fellow panelists, | welcome you to the Buckeye state. | come before you as a
statewide elected official, as well as the chief fiscal and investment officer of my great state.

I would like to discuss the factors that now make state governments -- of all states -- and local
governments, and private voluntary organizations newly capable of competing with the federal

government and one another as providers of what used to be considered exclusively governmental goods
and services.

I particularly want to address the management revolution that has gone on in state government,
and the underlying conditions that have allowed -- if not forced -- the states to achieve huge productivity
increases and improved services to the taxpaying citizen at a lower cost than ever thought possible before.
Moreover, | will explain to you how these basic conditions, which have brought an immensely positive
transformation to state government, now apply to the federal government as well.

It is a cliche’ in the business world that the old ways of doing business are long gone. Today | am
here to tell you that the old ways of public service are long gone as well. The name of the game is serving
the people, which now may be done through for-profit and private voluntary organizations as well as
through the public sector.

The market has always disciplined for-profit organizations through three mechanisms:
performance standards, pricing information, and the constant possibility of consumer choice, or the option
of substituting a new and improved service for the old one. Big American companies -- including a lot
of major employers here in Ohio -- had to learn many difficult lessons as a result of foreign competition in
the 1980s. State and local government had to learn many of the same principles in the 1990s. Now the
federal povernment will learn them as our nation approaches the year 2000.

What are these lessons | speak of?

First, the citizens of the United States are becoming aggressive comparison shoppers with
extremely high performance standards and heightening expectations of service every day.

Second, citizen taxpayers are beginning to see that they and their elected leaders, their
legislators and their mayors -- have more genuine and truly aiternative choices than anyone
ever dreamed possible, even until recently. They are, after all, citizens of the world's freest
country. They can vote for and demand from government anything they want.
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Third, citizens are getting increasingly accurate and unambiguous information about the
pricing of government goods and services.

This increased access to information is a momentous development. It is true the cost of
government has gotten too big to be ignored. I am sure you have all heard that the direct cost of
government in taxes, as calculated by the Tax Foundation, is now the single largest item in every family's
budget.

The average American family now spends 40.2 percent of its income in taxes, which is more than
its expenditures for food, clothing, and shelter combined.

What really makes the difference, though, is that from the middle 90s onward, the federal
government will be subject to a pair of constraints I am doing my best to apply to Ohio here and now: a
constitutional requirement for a balanced budget, which we already have, and for which I am grateful, and
a constitutionally mandated three-fifths vote of the state legislature on any tax increase, which 1 am
confident we soon will have.

For us legislators and executives, the balanced budget and supermajority vote requirements are
decisive indicators of how well we have done our job. The constitutional amendments do not say we
cannot pass an unbalanced budget or a tax increase, but they do say we cannot do either without explicitly
going on record and telling the people what we as their elected employees have done. These requirements
force us to so say that we could not think of anything better to do.

Believe me, that is a tough test. Have you heard of the Japanese consumer who demands absolute
perfection in every product? Well, every day I have to deal with Ohio taxpayers who demand great
service at a good price. The folks out here will not take "Sorry, that is the best I could" for an answer.

I would like to divide the remainder of my remarks into three parts.

Let me tell you -- quickly -- how state and local governments have learned to deliver great service
at a good price.

Then, I will tell you how the federal government failed to learn these lessons, though in the last six
months it appears to have been catching on fast.

Finally, I will tell you about the pressure that is building for a volcanic explosion, a seismic
upheaval, a tectonic shift -- call it what you will -- in the form and nature of our representative
government.

America is a great country, and despite huge remaining areas of poverty and injustice, we are a
great people, better educated, wealthier, and more involved in our democratic self- government than any
other people on the planet. We deserve a government worthy of our greatness. With the
three-fifths supermajority requirement for new taxes, | believe we will begin to get one.

States' Success in Shrinking Government

As for our successes in shrinking government here in Ohio, you will hear plenty later this moming
from a distinguished panel of Ohio local government officials. I don't want to steal their thunder, but in
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my own office management staff has been reduced from 19 to 13 staff members -- a 32 percent
reduction-- and staff overall has been shrunk by seven percent for a total savings to Ohio taxpayers of
more than $300,000. Meanwhile, we have installed a financial management system as sophisticated as
any in the private sector, and have gained national recognition for our efforts. We have also pledged to
keep Ohio tax dollars invested in financial institutions within the state.

Probably the best thing we can do for purposes of this hearing is to go straight to the man who
literally wrote the book on shrinking local government. T refer to Mayor Stephen Goldsmith of
Indianapolis, who has reduced the size of his city government, law enforcement functions not
included, by an astonishing 38 percent over three years. If you haven't read Mayor Goldsmith's book, [
urge you to do so -- immediately.

Essentially what Goldsmith did is systematically review city functions one by one and create a
team of entrepreneurs -- the Service, Efficiency, and Lower Taxes for Indianapolis Commission (SELTIC)
-- to help him in these efforts. The recommendations from SELTIC alone helped trim $100 million
from the city budget. For a few other examples:

Indianapolis opened the operation and management of the city's wastewater treatment plants to
competitive bidding. The winning bid improved the technology used and cut costs by 44 percent.

Trash collection was opened to competitive bidding. The city will save $15 million over three
years. The cost of trash collection has dropped from $85 to $68 per household.

Competitive bidding cut street repair costs by 25 percent.

The microfilming of public records was privatized for an annual cost reduction of 63 percent and a
savings to the city of $425,000 per year.

Clearly, a pattern is emerging here. Mayor Goldsmith's checklist is a little more elaborate than
mine, but essentially it is the same as the one I gave you earlier: performance standards, pricing
information, and active choice or substitution. Mayor Goldsmith is deeply committed to
examining every item in the city's budget and asking three basic questions:

What exactly does the city need?
Who can best provide it?
How much will it cost?

To me, this is not rocket science, but it is genuinely tough to ask these questions and make them
stick. What Mayor Goldsmith has done is simply apply them more thoroughly than most. But he is not
alone. In Massachusetts, Governor Weld has cut taxes nine times. In Michigan, Governor Engler has
signed fifteen tax cuts, including the elimination of the inheritance tax. In other states, Governors
Thompson, Whitman, Allen, and Pataki have shown it is possible to cut taxes and cut spending while
delivering prosperity and improved quality of life to their citizens.
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Consider another measure. Of the fifty states, forty-nine have a constitutional or statutory budget
balancing requirement. As of last year, forty-nine states expected to finish 1994 with their books in
batance. The lone exception was California which has suffered from earthquakes, floods, fire, and
a severe recession owing to defense cutbacks as much as cyclical factors. Yet its deficit as a percentage of
state spending was only one-tenth the size of the federal budget deficit.

And incidentally, of the 49 states which balanced their budgets, 47 ran surpluses.

Ten states currently require a three-fifths or two-thirds supermajority in the legislature. On the
whole, these states have been even more successful than in restraining the size of government. In
supermajority states, per capita state spending increased by an average of 95.25 percent between
1980 and 1990, according to a Heritage Foundation study. In states without a supermajority requirement,
spending increased by a significantly higher 101.98 percent.

Why Congress Has Failed.

The achievement of the states stands in marked contrast to the failure by Congress to pass a
balanced budget for 29 of the last 30 years and 25 years in a row. [ salute you for your courage and vision
in approving a budget outline that probably will, at last, balance the federal budget seven years
from now. All of us in Ohio are proud of the leadership Budget Committee. John Kasich has given you
in this effort. But the fact remains that in the year 2002, the federal government will still have been
without a balanced budget since 1969. The federal debt per capita as it stands now is well
over $16,000 for every American citizens, and it will be even higher then.

There is a single root behind the inability of Congress to manage our nation's financial resources
wisely. Congress is the Supreme Legislature of our land. As such, it has long been able to exempt itself
from the market discipline that applies to Jower levels of govemnment, private organizations, families,
individual citizens, and even most countries. Congress has also been able to systematically evade its
responsibility to the voters for its financial practices, or at least hide from the general
public the impact of its decisions to tax and spend.

So how, in short, did Congress pick up its big-spending ways? Here is a brief catalog of the
devices which allowed Congress to greatly increase its total spending over time:

Automatic, unlegislated tax increases. The most notorious of these was bracket creep in the
1970's. As inflation pushed taxpayers into higher income brackets year after year, even if their
real earnings did not increase, Congress could count on steady tax revenue 1o finance new projects
and incur new regulations. This situation, at least, was remedied in the 1981 Economic Recovery
Act. But over the years Congress has still found other ways of "allowing" or attempting to allow a
tax increase without an affirmative roll call vote.

Automatic spending growth. This is the entitlement dilemma, when Congress annually
appropriates "such sums as may be necessary," to fund certain programs, without considering
whether these programs are actually achieving the results intended. The current services baseline,
which includes programmed spending increases from year to year, is another example of the same
phenomenon.
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Deceptive voting practices. The Congress previous to yours was notable for its use of closed rules
to prevent most members from offening spending cuts proposals that were inimical to the interests
of powerful figures in the leadershup, appropriators, and committee chairman -- all of whom
derived their power from the ability to control money and spend tax dollars on behalf of their
political constituencies. Meanwhile, voting on a "King of the Hill" rule would allow so- called
moderate members to cast vote after vote in favor of spending cuts when they knew, at the end of
the day, that these ballots would be nullified by the vote on final passage of whatever the
leadership wanted.

Incumbent protection. Voting practices which allowed individual members of Congress to avoid
responsibility for actions of the whole body are only part of the story, as you know. Generous
franking privileges, an over-developed seniority system, other perks of office, and campaign
finance laws that favor incumbents have also helped keep Congress from facing tough issues.

Unfunded mandates. After President Reagan's 1981 bill also made it impossible to raise money
through bracket creep, Congress increasingly turned to passing the costs of its programs on to the
states. We had to pick up the tab, and we took the hit for higher taxes. As ---- the Mayor of
Columbus once said, it is like Uncle Sam taking you to dinner telling you what to eat, and
handing you the bill.

Regulatory takings. These are unfunded mandates by another name. The total cost of regulation
and paperwork to the economy may be as high as 700 billion dollars, which is more than the
federal government takes in income taxes.

Rights of Private Action. A tool sometimes used by Congress to enforce legisiation was the
creation of open-ended rights to sue and vaguely worded legislation that would allow the courts to
interpret the language as they would, and sometimes impose sweeping, costly mandates of their
own.

You begin to see my point. | would argue that shrinking government does not require special
measures if that is what legislators really wish to do. Instead, it is truly remarkable that Congress would
20 to such lengths to ensure that shrinking the government never really became an issue, despite
the best cllorts of Mr. Kasich in the many years he had to wait until his Chairmanship.

Finally, there are two more reasons why the federal povernment never had to make the tough
decisions and adopt the bold but politically risky strategies state officials have had to accept.

To start with, the federal government enjoys access 1o world capital markets that -- so far -- has
been unlimited. We have been fortunate that foreign investors and central banks still have sufficient
confidence in the strength of our nation's economy to purchase much of our debt. They still
do, perhaps because U.S. Treasury bonds are backed by the "full faith and credit,” which is 1o say. the
unrestrained taxing power, of the U.S. Government. [t is unclear, however, that this situation will
continue. The federal credit card may be reaching its limit,

Moreover, the federal government is not in competition with other jurisdictions in the United
States. Federal policies are the same everywhere. People cannot move around to avoid them without
going overseas. And though competition between countries is becoming ever keener, the overail
advantages of the United States are such that the federal povernment does not feel direct competition with
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other countries in the way we state leaders compete among ourselves for jobs, employment, and taxpaying
citizens.

The states have never been able to afford the type of self-indulgence the federal govemnment has
hitherto routinely lent itself. We also have many management tools which the federal government
chooses not to exercise, and other conditions which help us keep our eyes on the bottom line. These
include:

The Balanced Budget Amendment, or similar balancing requirement, which 48 out of fifty states
have;

The line item veto,

Supermajority requirements;

Less protection for incumbency;

More market discipline for state and local finance;

Less reliance on withholding taxes. At the local level, there is no withholding for property taxes,
making taxes visible and encouraging taxpayers to consider whether they are really getting good
value for their money;

The intense competition I mentioned between states and cities for investment, jobs, and taxpayers;

[ronically, the pressure of unfunded mandates on the states has helped liberate our thinking on
management. It has made us anxiously ready for change and convinced us that the stats quo is
not an option.

Those of you in the 104th Congress seem to share our conviction in the states that the time for
change is now. I certainly don't mean to cast aspersions on Congress as an institution in my remarks
today. Indeed, [ hail you for passing a line-item veto and balanced budget amendment through the House;
for your progress in making cost-benefit analysis a part of regulatory legislation; for working with the
Senate and President Clinton to end unfunded mandates; for adopting a parliamentary point of order that
requires a three-fifths supermajority vote on any income tax increase in the House; and for the many
beneficial procedural reforms you have made

The current Congress has gone a long way to removing many of the needless obstacles 10 a
dramatic shrinking of government that in my view should be your next priority. Perhaps nothing in
politics that is right, is also easy. But I personally think some shrinking of government is virtually
inevitable it you are able to make the budget resolution you have adopted stick through the appropriations
process.

By promising in advance what you were going to do and delivering honest, open votes on all ten
points of the Contract with America, you have created a new performance standard for government.
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lurge you to go forward now and accept the states as both your partners and friendly competitors
in serving the American people. We are not the state governments that we were thirty or even twenty
years ago.

As another ironic side effect of unfunded mandates -- and revenue sharing during the sixties and
seventies -- we are, in fact, much larger and more powerful than we used to be.

We have also been carried upward with the rising tide of the U.S. economy. Since World War I1
and especially in the last generation, a vast supply of college graduate professionals with
management training has helped staff our administration.

Knowledge, culture, and economic power have become decentralized as the economy matures,
communications are improved, and the population shifts nationally to the south and west.
Washington and the East Coast no longer know best -- if they ever did.

The result has been the creation of state and local governments as powers in their own right that
can truly rival the federal government in their ability to administer complex programs, on their own and in
partnership with private organizations.

Why politics is different.

In 1994 you heard the warning tremors of an earthquake that will hit with full force in 1996. Do
not think the next election will merely be an aftershock. The Big One is yet to come.

On April 15, 1996 -- Tax Day in election year -- the U.S. House of Representatives will hold a
straight up or down vote on a Constitutional Amendment requiring a three-fifth supermajority vote for
any tax increase. This vote will be televised live on C-SPAN. Virtually the entire nation will be watching.
Anyone without a TV will be listening on talk radio. Fax broadcasts and computer networks will be buzz
with information.

Then next year, by about this time, resolutions calling for ratification of the three-fifths
supermajority for any tax increase will be introduced in all fifty state legislatures. This significant
constitutional question will be debated in the state legislatures simultaneously with another vital measure:
a Constitutional balanced budget amendment. These two vital questions will be a backdrop to the entire
Presidential and Congressional campaign. For the first time ever, federa! policy on tax and budget issues
will be driven entirely by state level politics and activism.

The states themselves will be consumed with debate on state-level constitutional amendments
requiring a vote of the people or a three-fifths vote of the legislature on any tax increase. The taxpayers
group, Americans for Tax Reform, will be distributing 10 all state legislators a pledge against any 1ax
increase. This pledge will be modeled on the highly successful Taxpayers' Protection Pledge against
higher federal income tax rates, which has recently been signed by Senator Bob Dole and has been taken
every Republican Presidential candidate with the exception of Richard Lugar. It is fair to say that all
candidates in the general election somehow will declare themselves firmly against any tax increase and for
reductions in spending.

It is not just the issues and temperament of the times that are set against tax increases. The whole
operating environment of American politics has changed. C-SPAN is a big part of this, as are talk radio
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and the new altemative media. Thanks to C-SPAN, any ordinary citizen can now actually see what is
going on in the House and Senate exactly as it happens. Surprising numbers of people have become real
connoisseurs of Congressional process and procedure. By and large, they know what is in the bills up for
consideration, and they fully understand the parliamentary devices used last year to keep potentially
budget-cutting legislation such as the A to Z Spending cuts under wraps.

Those who don't watch C-SPAN as much can hear knowledgeable commentary on talk radio. And
whether the viewer sees 1L on television, or whether he hears a talk radio host announce the fact on-air
when a Congressional stafter faxes him a draft of the latest amendment, he is fully aware of the goings on.
He can even download the legislation on his home computer and examine it for himself. This means
many of the tricks Congress used in the past to avoid spending discipline simply will not work anymore.

Meanwhile, the taxpayers' movement has become a vast virtual community that collectively
follows Congress and the state capitals more closely than any firm of Washington lobbyists could ever
have hoped. The people with greatest interest in spending discipline will be the people working to
promote the balanced budget and supermajority requirements in their home state. They will be fully
engaged in national politics; and yet they will be working on the Jocal level.

Here in Ohio, we are pleased to be ahead of this movement. 1 am honored to serve as Chairman of
the Ohijo Taxpayer Protection Committee. We support HJR 9, the Ohio Taxpayer Protection Amendment
that would:

Require a three-fifths majority vote of the General Assembly to increase any tax or repeal any
existing tax exemptions, or .

Authorize the General Assembly to, by a majority vote of each house, to submit the queslioﬁ of
new or increased taxes to a vote of the people on a statewide ballot in lieu of passing a bill to
impose a tax.

The measure has been approved by the Ohio House of Representatives and now awaits action by
the Senate. If the amendment is not approved, an even stronger version will most likely be the subject of

an initiative on the November, 1996 ballot.

Thank you for the opportunity to share my experiences with you.
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Mr. CLINGER. Treasurer Blackwell, we thank you for your stimu-

lating, provocative testimony. It is very he]pfuf'to the committee.
I am not going to recognize every member of the committee for

questions, in view of the fact that we do have a long schedule and

many other witnesses to hear from. But I would recognize any

rﬁlember who does have a question. And I would recognize Mr.
orn.

Mr. HorN. Thank you, Mr. Chairman. I have two questions, both
for Mayor Rendell, gut anyone else is welcome to also get their
views in.

On page 4 of your formal remarks, you mention the need to mod-
ernize the culture as well as the structure. Maybe you could give
us a little description of the type of culture you found—and I know
they vary among agencies—but what did you find that would be
most helpful, and how did you address it?

Mr. RENDELL. Well, I do not think that I have addressed it as
well as I would like to address it and it really keys in on the re-
marks I made about a culture that there is no real incentive for
doins iood in the workplace. 1 think civil service is a very com-
mendable process, particularly for entry level into jobs. But to have
promotions totally governed—as they are in Philadelphia and many
other cities and many Federal agencies—totally governed by a writ-
ten test that basically ignores what that employee has done for, let
us say a 2 or 3 year period, is nonsensical. Can you imagine any
private sector entity making promotions based on a 2-hour test and
essentially ignoring 3 years worth of work product? Not only do you
get the wrong people promoted sometimes, but worse, w}‘;en em-
ployees know that their managers or supervisors have no power to
affect their lives or careers, cannot give them raises, cannot give
them bonuses, cannot do anything a%out promoting them, cannot
discipline them, cannot get them fired—when that type of system
exists, it creates an incentiveless workplace. And layer on top of
that in many occasions in cities, union contracts that have union
work rules or past practices, and you have created—if you set out
to create a culture for non-productivity, you could not have done a
better job. And we have to break that culture and create the same
type incentives—I mean there is no way we can do profit sharing
as government entities, but we have got to do some form of equiva-
lent of profit sharing to incentivize the work force. Mayor White—
I know he had to leave—he said it best. We want to convince our
people how important it is what they do, No. 1; and No. 2, that
there is a real stake in the venture for them in what they do and
how they do it. And that is the most important culture that has
to be changed in government.

Mr. HoRN. One possible way—and I would like your brief reac-
tion to it—is overlapping pay scales where they could merge. Say
you had four basic cateFories, especially for managers and super-
visors, where they would overlap and the decision on what they
make on those broad scales would be simply based on merit, per-
formance and achieving the agreed-upon goals.

Mr. RENDELL. One hundred percent.

Mr. HORN. Are you working on something like that?

Mr. RENDELL. Well, I tried to do some of those things by chang-
ing the city charter, but it got caught up—many of those manage-
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ment reforms, voted on individually, would have been approved by
the taxpayers—but it got caught up in some broader issues and we
lost that effort. If I am elected to a second term, I am going to try
that again when it becomes more clear that these are things we are
doing %or the overall good of the city, not to empower any one par-
ticular organization.

So we are trying to do that, but I think it would be enormously
effective—] was the elected District Attorney in Philadelphia and
for my civil service work force, I had to do the same things I have
just described. For my attorney work force—and I had an office of
500 people, 207 assistant DAs—for my attorney work force, I could
pay them whatever we wanted to pay them, we could promote
them in the categories whenever we wanted to promote them. And
I would walk around that office at 7, 7:15 at night and 60-70 per-
cent of the people would be there.

Mr. HoRN. Last question. One of the great raging public adminis-
tration arguments we are facing in loo ing at restructurin%_ some
of the Federal Government within the professionals in the field is
this—and I think given what you say on page 19, you might give
us a real insight—as you know the Office of Management and
Budget is the right arm of the President since 1921, to create an
executive budget. But the emphasis had always been on budget.
President Nixon put the “M” in what was the Bureau of the Budg-
et, to make the Office of Management and Budget. Many of the
people that have served all Presidents since Truman are still alive,
that held the function on management. They say it is not working,
that when you merge management with budget, nobody pays atten-
tion to management they just pay attention to budget. Some of us
said that if you have the budget power, you do get people to listen
to you if you also throw in management. But I ﬁave heard enough
of them say I am dead wrong, that I am willing to think I am dead
wrong. But I notice you created this Office of Management and
Productivity, and you acted as a clearing house for new ideas, you
championed management improvement projects that crossed de-
partmental boundaries. The question is did you ever think of merg-
ing it with budget and did you have a specific reason to keep them
separate, perhaps because they would be submerged?

Mr. RENDELL. It is exactly what you said. I created it because
our budget people—and we have good—we had good budget people
before I began as mayor and we still have many of those same peo-
ple and we have added some more good ones. But they are very
myopic, and they should be myopic. They are interested in that bot-
tom line. They are interested in purely the budget. I do not think
it works to have them have—although they do get your attention—
to have them have the management oversight responsibilities.

What we do, we have something called the Initiative Compliance
Committee that meets and the budget people are there, Office of
Management and Productivity are there, it is headed by my chief
of staff and they bring in every quarter, each department, how are
they doing not only on budget, but also how are they doing on man-
agement. And remember, as I said in my remarks directed directly
to Congresswoman Collins, good management helps the budget. 1
mean, they are not necessarily diametrically opposed. In fact, they
basically should merge. But budget people have a tough time polic-
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ing the numbers, doing oversight, they do not really have the time
or the inclination to do management. So I think the function should
be split. And again, we are not looking to create a new bureauc-
racy, but I think that is an excellent suggestion.

Mr. HorN. Well, I thank you and we will quote you liberally.
[Laughter.]

Mr. CLINGER. The gentlelady from Illinois.

Mrs. CoLLINS. Thank you, Mr. Chairman. I first of all want to
salute Mayor Rendell for the wonderful job he tells us he has done
in Philadelphia and to say, that I am sure that he has met with
our mayor in Chicago, Mayor Richard M. Daley, and that some of
these things—these delightful things that he has done and certain
successful ones he has mentioned to the mayor in your meetings
of the mayors that you have from time to time. You are to be com-
mended for the great success that you have made.

Let me J)oint out too that we are talking a great deal about
change and of course change is something that we have been talk-
ing about, particularly now for about a good 2%2, 3 years.

want to point out something too about the performance status
on civil service. Now, you mentioned that there are civil servants
who are sometimes hard to get rid of and all these kinds of things.
The chairman and I and others on this committee, have sat with
Vice President Gore and one of the things that we are looking at
is ways in which we can in fact create some civil service reforms,
this 1s something that we all support at the Federal level. Of
course, as you very well know, I think we are all very concerned
about having people work for either the Federal Government or
any other government who are not producing and who cannot be
reprimanded in some way or even removed. We want to get the big-
gest bang for the buck for all of our work and it is certainly some-
thing that we all look forward to.

You mentioned too about reinventing or restructuring and
downsizing of HUD. Reinventing America was something that, of
course, Vice President Gore also has spoken about for the past 2
years. He wrote a few books about it, and we have begun that proc-
ess. I think, you mentioned, you were at the hearing when our com-
mittee, had hearings with Secretary Cisneros, at which he talked
about how he was going about downsizing the Department of HUD,
getting rid of some programs that just are not working, using
money that is lying in the pipeline that is just sitting there and
not being used. Chicago is a prime example. As a matter of fact,
they took some very drastic action by going to Chicafo Housing Au-
thority and actually beginning to have HUD itself operate that
housing authority, which is something I felt was absolutely nec-
essary.

Yorg know, Secretary Riley has done something very similar over
at the Department of Education—not in taking over any schools or
anything like that, but certainly looking at restructuring, and
downsizing and all kinds of different things.

The messages that we are hearing today are all correct messages
about how we can go about {ving the American people what they
really want at less cost to the Federal Government or any other
government, for that matter.



81

The concern that I have is about the swift movement that we
have in the 104th Congress to just blanketly eliminate whole pro-
grams without any forethought on the way they have operated in
the past. I do not think that elimination of everything without look-
ing into it very deeply is the way to go about reforming. It is not
an alternative for reforming, and it is something that we have to
look at very, very carefully. :

Now we need to decide on a very intelligent level, which Federal
activities and services are appropriate. We need to think about
what we are doing to people when we talk about cutting out people
programs, such as cutting money for Medicare, cutting school lunch
programs, cutting social security benefits for our senior citizens, et
cetera. Those are important people programs.

Now everybody says we have to work efficiently and effectively,
and we do. We must also bear in mind that when we lay off large
numbers of workers, when we refuse to give health care to certain
senior citizens, when we do not give scholarships to students who
want to go to school, et cetera, those people are going to be there
and the Federal Government or some other government, either
State or local, is going to have to pick up where somebody left off
because they are not able to provide for themselves. Somebody said
the poor we will have with us always. That has not been what we
have been talking about in America. In America, we say everybody
has a right to expect to be able to enjoy the benefits, the fruits of
their labor and of our country. That is what we are talking about.

So, we are trying to balance all these things in the 104th Con-
gress, and I hope that we will be kept in mind by those who figure
that we ought to just throw everything out—throw the baby out
with the bathwater, leave people on the streets selling pencils as
we did back I am told in the 1930’s, before I was born, thank good-
ness. Those kinds of things we certainly want to avoid.

I want to say too, while I have a little bit of time, to the treas-
urer of the State of Ohio, I looked at his long history of accomplish-
ments. He also worked at HUD at one point in time and he knows
some of the problems that are there. I hope, however, that he has
been able to keep in mind that all this restructuring that we are
doing was not just done in the 104th Congress, some of it began
in the 103d Congress and it is continuini on at this point in time.

So, while you give great accolades to the 104th Congress, which
is only 6 or 7 months old now, most of this started in the 103d Con-
gress which went on for 2 years. [Applause.]

Thank you. I yield back the balance of my time.

Mr. CLINGER. I thank the gentlelady. And I would state that the
purpose of this hearing and the hearings that will follow are pre-
cisely to avoid rushing to judgment. We are really trying to take
a very thoughtful, very considered and very deliberate look at all
of these efforts, because I do not think any of us want to rush into
things that we are going to regret when we have completed. So I
can assure the gent elas that I am determined to have a very,
very deliberate and thoughtful process here.

I would also remind our members of the panel here that we do
have three or four more panels, plus some open mic time, so please
let us keep our comments very brief.



82

The gentleman from New Mexico, the vice chairman of the full
committee, Mr. Schiff.

Mr. ScHIFF. Thank you, Mr. Chairman, I will heed your caution.

One matter. Mayor Rendell, it clicked in my mind when you
mentioned that you were the former district attorney in your area,
as I was in mine. In my recollection, Philadelphia has been noted
very recently for turning large numbers of people loose from its
county jail for lack of funds. Am I recollecting correctly? And if so,
what is being done about that?

Mr. RENDELL. No. 1, if I might, I just wanted to make note for
the record that not only do we discuss things with Mayor Daley,
but many of the things we have done in Philadelphia, we borrowed
from things Mayor Daley already did.

We have a Federal order capping admission to our prisons. It oc-
curred about 5 years ago, a couple of years before I became mayor.
It is something that you attempted to address as a Congress in the
crime bill. There was specific legislation put in about consent de-
crees that led to prison caps. It 1s not because of lack of operating
funds, it is because we have overcrowding. We have addressed that
by building a new—in our city prisons, we just hold detentioners
and people sentenced to short sentences. The longer term sen-
tenced prisoners go to the State prison. We have addressed that b
building a new prison with 1,000 additional cell capacity. That will
open in September. So we have addressed that. We have got a sec-
ond prison in our capital budget to be built in 1997. We will in-
crease our overall capacity by about 1,500.

But the problem is not caused so much by lack of funds, although
before our recovery, we did not have funds available to build these
prisons—it is caused by too much crime. And too much crime, we
could spend the next week talking about why there is too much
crime everywhere in America. Part of it is prevention, part of it is
more police, part of it is economic opportunity and other things.
But we are addressing that problem, and it was not because of lack
of funds, it was because of lack of facilities. The judge placed what
I believe was an improper cap on our facilities. She capped it at
a far too low level. I have always contended that the prisons could
have taken an additional 1,000-plus prisoners because choosing be-
tween prisoners who have done something—their comfort, and the
safety of the streets, I think was a pretty easy choice. And as long
as we were not holding prisoners in cruel and unusual conditions,
violative of the Constitution, I did not think there should be a pris-
on cap. But the Federal Government imposed it.

Mr. SCHIFF. Let me just conclude and say that I, by no means,
believed as a prosecutor, nor do I believe now that everybody who
commits a criminal offense therefore should go to prison.

Mr. RENDELL. Right.

Mr. ScHIFF. I think there are many alternatives that should be
available. But when you talk in terms of where does not spending
money cost you more in the long run; the No. 1 place I have seen
in a career in law enforcement is you turn people loose in the
streets who should be behind bars, you will pay 10 times more in
dollars, never mind human heartache and injury——

Mr. RENDELL. Right.
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Mr. SCEBIFF [continuing]l. In dollars what you would pay to keep
that prisoner.

Mr. RENDELL. You are absolutely correct. You have addressed
that in the crime bill. For example, in my State, in Pennsylvania,
as part of the crime bill you passed, we will get 4,400 new prison
cells Statewide. And I agree with you, the cost of i'\aving a recidi-
vist is untold, you cannot calculate it. But I think this Congress
has taken some strong steps to address it. But I think that anyone
who thinks—and I am sure {ou agree with me—that we can jail
our way out of the crime problem—it is a combined approach.

MMr. CHIFF. That is right, but that is part of it. Thank you, Mr.
ayor.

N)I,r. CLINGER. Next, I would like to call upon the gentleman from
Indiana, Mr, McIntosh, the chairman of our Regulatory Reform
Subcommittee.

Mr. McINTosH. Thank ‘you, Mr. Chairman, I have got two sets
of questions. I will be brief in asking them.

e first is for Secretary Martin, and let me tell you that I have
a success story at home that I will tell you about some other time,
that I was going to tell you about in our questioning.

You mentioned, and I think you are exactly on point, that we
need to re-examine fundamental assumptions about how our pro-
grams work and that 5 percent here one way or another does not
Eet us to that. When you were Secretary of Labor, you tried to com-

ine a lot of the programs and pushed toward that. And that is the
success story I wanted to tell you about. One of the local ones in
my hometown did it and it is working well. But we did not really
eliminate anything, did not have the power to.

And now 1n Congress, as a Member of the freshman class, we
thought we could eliminate a lot of programs pretty quickly, and
we are discovering in all these appropriations bills that no, it is
really just a haircut here and a little bit less spending there. And
frankly it is getting a little frustrating sometimes because we won-
der how do we actually make those changes. And I was wondering
if you had any insights in how we could force the system, either
in the executive branch or the legislative branch, to address those
fundamental questions? They are politically tough, it is a lot harder
to say we are going to zero out something than it is to say we are
going to just cut it here a little bit each year. And if you iave got
ani/ advice for us along those lines, that would be tremendously
helpful.

Ms. MARTIN. Not a lot of it, so do not worry, chairman.

I will quote Mayor Rendell, fight the good right and do not give
up on it.

But the second part is go to result-oriented, objective criteria. I
mean, you know—let me use the JOBS program because that inter-
ests me, it interests all of us, that is what we are talking about,
about people’s lives. People mock work a lot of times, but guess
what, it is an incredible void, aside from welfare costs. Work gives
people stature within themselves too—I do not want to sound too
Californian for a moment, but I mean, this is very important—mid-
western practical sense here.

Let us use the JOBS program, and we now have many of them
that have been in existence for a number of years. If at the end
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there is no more jobs that the clients have than they would in a
program without that cost, the program is not working. Now that
is not nice, because we would rather believe that all of them work.
But that is not as hard as saying let us end JOBS programs. I
mean you can say here—if 10 of them are working, that is great.

The other thinf I would say is be tougher when you give grant
money. And I will use JOBS again. We have a lot of private institu-
tions that train people, supposedly. They get their money up front.
So it is not just public sector, these are private folks that have
made a lot of money from government grants. Well why would it
not be absolutely just common sense that at least a third of the
money is retained until the person who has had the program gets
a job, since it is a job program. And if you do not ever gtr) that, if

ou get the money up front and if they are able to use, bluntly, po-
itical—interesting political stuff ang it is on the congressional
level, it is never going to change. And the people who really are
hurt are not just taxpayers. These are second and third time folks
in these programs, who often are 29, 30 years old. This is their last
time. One more time and their dream is blown and somebody has
made money from it—I do not think so. I think there are a lot of
things you can do that keep your eye on the customer, your eye on
the prize, and the prize is that people get what they thought they
were signing up for and what is paid for. And you look at it objec-
tively. Not everyone at 28 has dropped out of school—you do not
say 100 percent of the people are going to become President of
IBM. Let us be realistic here. But on the other hand, to not have
anything in a program that requires results before full payment is

iven, there is not a private enterprise in the world that would let
that continue.

Mr. McINTOsH. Thank you, I appreciate that.

Mr. CLINGER. The gentleman’s time has expired and I would now
recognize the freshman member of the committee, the gentleman
from South Carolina, Mr. Sanford.

Mr. McINTOSH. Mr. Chairman, could I ask unanimous consent to
have a couple of other questions put into the record, because it
would actually be important for establishing a record and a couple
of other things in there, to Mayor Rendell about regulatory——

Mr. CLINGER. Without objection, so ordered.

The gentleman from South Carolina, Mr. Sanford.

Mr. gANFORD. Thank you, Mr. Chairman.

Mayor Rendell, I have one quick question for you. And that is,
1 did some math here on the back of an envelope and I was im-
pressed to read about your Office of Fleet Management. It looked
like you ended up with a total reduction in terms of number of cars
in your fleet of 8 percent. If you took the 600,000 vehicles that the
U.g. Government owns and applied that same math, you would end
up saving about 50,000 cars. Assuming I guess, on the ride in from
the airport, that they were not Ford automobiles, the idea of reduc-
ing 50,000 cars, in terms of purchases by the Federal Government,
would be a good thing,

Give me your thoughts on (a) how it has worked in Philadelphia,
but more importantly do you think it would work in a country as
geographically spread out as the United States?
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Mr. RENDELL. No question, 8 percent is probably a solid figure,
and there is no question if you examine cars in any government
and even in ours now, I would bet if somebody came in and did a
study after we have knocked out 8 percent, they would probably
find another 3 or 4 percent we could knock out. And 50,000 cars,
it is not only the purchase price you are saving—gasoline, mainte-
nance, all of those things, all of those things. Nobody has chal-
lenged—what has happened again in government is it just bumps
along, nobody challenged the fact that this department had 23 ve-
hicles—nobody challenged it. And it ought to be challenged. The

rivate sector has done that in every way. Should they have 17 dif-
erent departments, they challenge those assumptions. Vehicles is
a perfect example.

And you know, you are not going to balance the Federal budget
by eliminating the cost of 50,000 cars and operating expenses, but
it adds up. And more importantly, it sets a tone that carries over.
We should challenge everﬁ' assumption.

And by the way, I think the Vice President deserves some credit.
He started in the right direction. You may not be, as a Congress,
satisfied that he has gotten there quickly enough, but he started
in the right direction. We can keep it up and we should challenge
every assumption that we do.

You are a government, just like us, we are deep in debt. If you
were the new CEO of a business deep in debt, you would challenge
every assumption, everything that you did. So I think fleet man-
agement is a great idea, assessing the fleet. Also, what fleet man-
agement did is in reducing down time. We had 30 percent of our
vehicles down on an average during my first year as mayor. The
private sector, you know, the Bell Telephones, et cetera, have 10
percent of their vehicles down at any one time on an average. Why
were we at 30, why were they at 10? My guess is if you looked at
the Federal Government, they may not be as bad as 30, but they
are surely not at 10.

Mr. SANFORD. Thank you. I will yield back the balance of my
time, Mr. Chairman.

Mr. CLINGER. The gentleman—another very valued freshman
member of the committee, the gentleman from Chicago, Mr. Flana-
gan is recognized.

Mr. FLANAGAN. Thank you, Mr. Chairman.

And thank you, Ms. Martin, for coming here today. Secretary
Martin I have a question for you and for Ms. Baron, actually. In
your testimony, you talked very eloquently about mission versus
process, and that is a very important discussion where the inertia
of government chuﬁs along and continues to propagate itself and
programs grow and people lose sight of what the programs do,
much less whether they are still necessary. And then Ms. Baron,
in her testimony, talked about when corporations divest entities
that they own, possess or otherwise control because they are no
longer of their core competencies. And I wonder, how transferable
is that process that business has figured out as it tries to do a bet-
ter job, back to government, and say this was a terrific idea, but
the Federal Government—maybe a government should do it, but
the Federal Government is not the right government. And maybe
in the context of your answer you can tell me, should we be taking
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a harder look at Article I, Section 8, the laundry list, and should
we go back to that and say this is really where we started, this is
where we belong?

Ms. MARTIN. First of all, Government is not business and I do
not make that confusing statement—and business does not do ev-
erything right either. You know, the idea of run it all like business.
Wait a minute, some of business is not perfect. So we are not talk-
ing about perfection, but the things one can transfer and learn.
And may I use fyour colleague’s example of fleet management,
which is a part of process. It does not mean process is not impor-
tant. You know, the first question, should you have cars, or what
are they being used for. If the answer is for police, maybe not only

ou should have them, but you should let them take them home.
ere it would be the exact opposite answer for another govern-
mental unit. So I am not suggesting that everything is totally iden-
tical. But not only do you have companies at 10 percent, you now
have companies going to other companies who manage fleets to
bring it down to 8 percent. So that they are always willing to make
those changes. And I think the answer here is in process, you
should question, question, question. It oddly enough in the long run
is a positive for government employees too, because one of the
things that government employees have seldom had the chance to
do is to be in decisionmaking. Part of what you are trying to do
is let some of these very smart people that work for Government
be part now of the decision of how to save money and not locked
into these old systems. [Applause.]

And that is important. The second part of the answer to this is
if the most important committee of Congress in terms of how gov-
ernment works, which happens to be yours under the new setup,
does not talk about mission, no one ever will, and you will lose
your first, best and last chance to have Government more joined to
the people it represents,

Ms. BARON. I am not suggesting either, as Secretary Martin has
said, that Government should follow businesses exactly, but in so
much as businesses have looked to what they do best. If you run
a pharmaceutical company, which would be making drugs, invent-
ing new drugs and therapies for people, it would not be running a
mail room or functioning—hiring a cafeteria staff themselves. They
often parcel it out to otier firms who do those better, and in that
sense, divesting from those processes. Also divesting from firms
who are multi-conglomerates, are now s;ellinil off businesses which
do not adhere to tﬁeir core competencies, such as a pharmaceutical
firm which owned eyeglass centers has sold those out because they
do not achieve any synergies with their existing business and it in
the end caused them more expenses.

Mr. CLINGER. Treasurer Blackwell, did you have a comment?

Mr. BLACKWELL. No, my comment was on another question.

Mr. CLINGER. OK.

I think at this point, we would thank our distinguished panelists
very, very much for your patience and for sticking with us through-
out this morning. We really appreciate the contribution you have
made and cannot thank you enough for being here.

We will now dismiss that panel. And also thank Congressman
Stokes—{Applause.]
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As soon as we clear the dias here, we will ask the second panel
to come forward. A couple of housekeeping items—first of all, I
would ask the members of the panel just leaving if you would be
willing to respond to questions in writing. And we get an affirma-
tive response to that. So without objection, we will keep the record
open for 5 additional days—10 additional days—to allow questions
to be submitted to our panelists and responded to.

We are running, as most congressional committees tend to do—
behind schedule and I did not call the attention of our first panelist
to our clock system here, but I am going to do that with our next
panel. What we will ask you to do, if at all possible, is to summa-
rize your testimony in as brief a form as possible. All of the written
testimony will, of course, be a part of the record, will be included
in the record in full. I would request that the members of the panel
try to limit their remarks to about 5 minutes. That would be sig-
naled by our high tech system of signaling up here. We will have
a green light and when the 5 minutes is up, there will be a red
light, and we would ask you to try to draw to a conclusion when
you see the red light.

The second item is that again, I do not want to in any way in-
hibit the members of our panel. I am delighted that so many of
them are here, but again, I would hope that we could limit—or
keep the questioning down with the understanding that if this
panel is as agreeable as the previous one to accepting questions in
writing for the record, we would be grateful to have that, so that
mi%ht move our process along. We do have members who are going
to be leaving us to catch planes at some point, and I want to be
sure that all members are heard and all of our panelists are heard.

With that, let me introduce our very distinguished panel and
thank them for joining us this morning—now afternoon. James
Conrad has been described as the Governor’s bulldog on effective,
efficient government, he is currently the director of Administrative
Services for the State of Ohio, previously having served elsewhere
in State, local and Federal Governments, so he has a perspective
that not all of our panelists would have. Last year, he was one of
the three State officials to be honored by the National Governors’
Association for distinguished service to State government. Mr.
Conrad, we are delighted to have you here.

The next witness will be Claire Freeman who in just 5 years led
the Cuyahoga Metropolitan Housing Authority from a deeply trou-
bled organization to one that was awarded the greatest improved
{)erformance award and the removal of troubled designation award

ast December by the Department of Housing and Urban Develop-
ment. That is a very notable achievement and one to be very proud

of.

Next would be Dr. Keith Rasey, who is director of Federal Gov-
ernment Relations for the Greater Cleveland Growth Association,
which represents over 16,000 businesses. His previous experience
includes Federal Government service, and we welcome him here
this morning.

And at this time, I would ask our colleague, our host, Congress-
man LaTourette, to introduce the remaining witnesses on this
panel, Messrs. Gardner and Whitmire.
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Mr. LATOURETTE. Thank you, Mr. Chairman, and very briefly,
the two gentlemen on the end of the panel come from local govern-
ment, both east and farther east of Cleveland. First of all, from the
smallest geographic size-wise county in the State of Ohio, Lake
County, is my good friend Bob Gardner. Bob is in his third term
as county commissioner. Interestingly, he has also served 28 years
as a teacher/coordinator for the Lake County Joint Vocational
Schools, Auburn Career Center, a long career in elective office, has
been the chairman of the Lake County Commissioners, but he is
also the chairman of the Revolving Loan Fund and president, I
think, of the Lake County Solid Waste Management Policy Com-
mittee, where he has been instrumental in establishing the coun-
ty’s recycling program. And Lake County was a leader in the State
of Ohio in that process.

Mr. Whitmire, next to him, is a new acquaintance of mine, he is
an Austinburg Township Trustee in Ashtabula County. And aside
from being a Democrat, he has some pretty good credentials.
[Laughter.?

Mr. Whitmire serves as the chairman of the Ohio Public Works
Commission, where he is responsible for working with local com-
munities and disbursing over $200 million in public works moneys.
He was just re-elected last night, if I understood him correctly, as
president of the Northeastern Ohio Township Association, the voice
of 14 counties and 231 townships in Ohio.

I appreciate them both being here and appreciate, Mr. Chairman,
the opportunity to give the introduction.

Mr. CLINGER. Thank you, Steve.

At this point, I am pleased to recognize for 5 minutes, Mr,
Conrad.

STATEMENTS OF JAMES CONRAD, DIRECTOR, DEPARTMENT
OF ADMINISTRATIVE SERVICES, STATE OF OHIO; DR. KEITH
RASEY, DIRECTOR OF FEDERAL GOVERNMENT RELATIONS,
GREATER CLEVELAND GROWTH ASSOCIATION; CLAIRE
FREEMAN, EXECUTIVE DIRECTOR, CUYAHOGA METROPOLI-
TAN HOUSING AUTHORITY; DANIEL WHITMIRE, TOWNSHIP
TRUSTEE, AUSTINBURG TOWNSHIP, OH; AND ROBERT A.
GARDNER, COUNTY COMMISSIONER, LAKE COUNTY, OH

Mr. CoNRAD. Thank you, Mr. Chairman, for the opportunity to
be here. Before I begin, I would like to deliver a message from my
boss, the Governor. First, he is very sorry that he could not attend
today to tell you how he is transforming the government of Ohio,
making it more efficient and responsive. As you know, Mr. Chair-
man, he was the mayor of Cleveland for a 10-year period, longer
than any other mayor, and he inherited a bankrupt city and actu-
ally began to reinvent government before the phrase was actually
coined. Second, he wanted me to extend his regards and thanks to
the committee and you in particular, Mr. Chairman, for your lead-
ership on unfunded mandates. He is greatly appreciative for every-
thing that you personally have done on that.

1 51ink you will find the changes that we are making in Ohio to
be on the cutting edge, from privatizing liquor stores and using
smart card technology for welfare recipients, to teaching quality
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service through partnership, Ohio’s version of TQM, to 60,000 State
employees. We are challenging the bureaucracy at every corner.

The three hdgets that the Governor has crafted represented the
lowest 6 year growth in the State’s 40 year history of spending.
And today, we have 3,377 fewer employees in State government in
those departments under the Governor’s control than when he took
office in 1991. -

However, to bring our discussion down to perhaps a little more
micro-level, I will address the changes taking place in the depart-
ment that I am currently managing, the Ohio Department of Ad-
ministrative Services, commonly known as DAS. DAS is the busi-
ness arm of government, doing everything from purchasing to per-
sonnel management, it really is a combination of the GSA and the
Office of Public Management and others on the Federal level. By
law, we have a monopoly service delivery to State agencies. When
I came to DAS a little over 2 years ago, I found what one would
expect to find in any monopoly, a system that had never needed to
change because it had never been challenged. Shortly after being
appointed as director, I started a full operational review. We de-
cided to do something that had not been very unique to government
a}t;, thz}alt point, we went out and asked our customers what they
thought.

After many months of listening to our employees and traveling
the State talking to our customers, we embarked on a voyage that
we termed DAS 2000, a Vision for Government. Simply put, it is
that the delivery of current monopolized services by DAS is being
replaced with more cost-competitive ways of provigin services to
our customers. The goals were and continue to be finding ways to
eliminate waste, duplication of effort and unnecessary control on
our customers. Every function DAS performs was examined and
evaluated for both service delivery and efficiency. In cases where
we were adding unnecessary time and money to the various proc-
ess, we simply reduced our involvement. For instance, changes in
the construction administration process will bring the time down it
takes to build a building from years down to a little under 1 year.

Where our customers had the ability to do things for themselves,
we turned that responsibility back to them. By getting out of the
way, we reduced the purchasing process for State government by
as many as 6 weeks. And not only are we streamlining the process,
but where it makes sense, in areas that we cannot compete with
the private sector, we are simply out-sourcing that function.

As you can imagine, DAS 2000 has had a major impact on our
budget. The DAS budget was cut by 9 percent each fiscal year in
the upcoming biennium for a total reduction of $51.9 million. And
lt)h?it is an actual reduction of 11 percent over our previous year’s

udget.

The final piece of the puzzle was added last month when the leg-
islature passed Senate Bill 99, significantly changing the purchas-
ing, printinF and civil service laws that we administer. These
changes will result in an additional savings of $8 million to $10
million a year to the taxpayers of Ohio.

Finally, Mr. Chairman and members of the committee, I would
be remiss if I did not point out that our changes are being accom-
plished as a result of teamwork. Labor and management have been
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working closely together to determine how to reduce costs. Credit
should%)e given to the State employees unions who took a giant
step out on a limb, to form a partnership with us. They too under-
stood change was inevitable and that the old ways of doing things
was simply no longer acceptable.

I coulg go on and on pointing out about the dramatic changes
that we are making; however, as you pointed out, in the interest
of time, with my testimony being submitted in its entirety, I would
thank you for the opportunity to express on behalf of the Governor
a little bit on what we are doing at DAS and in State government.

[The prepared statement of Mr. Conrad follows:]
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THANK YOU MR. CHAIRMAN FOR THE OPPORTUNITY TO BE
HERE TODAY. BEFORE I BEGIN I WOULD LIKE TO DELIVER A MESSAGE
FROM MY BOSS, THE GOVERNOR. FIRST, HE IS VERY SORRY THAT HE
COULD NOT ATTEND TODAY TO TELL YOU HIMSELF HOW HE IS
TRANSFORMING GOVERNMENT IN OHIO, MAKING IT MORE
EFFICIENT AND RESPONSIVE TO THE TAXPAYERS. SECONDLY, HE
WANTED ME TO EXTEND HIS REGARDS AND THANKS, IN
PARTICULAR TO YOU MR. CHAIRMAN, FOR YOUR LEADERSHIP
AGAINST UNFUNDED MANDATES. . -

I THINK YOU WILL FIND THE CHANGES WE ARE MAKING IN
OHIO TO BE ON THE CUTTING EDGE. FROM PRIVATIZING LIQUOR
STORES AND USING SMART CARD TECHNOLOGY FOR WELFARE
RECIPIENTS, TO TEACHING QUALITY SERVICES THROUGH
PARTNERSHIP (QSTP), OHIO'S VERSION OF TQM, TO 60,000 STATE
EMPLOYEES, WE ARE CHALLENGING THE BUREACRACY AT EVERY
CORNER.

SHORTLY AFTER TAKING OFFICE IN 1991, GOVERNOR GEORGE V.
VOINOVICH ESTABLISHED THE OPERATIONS IMPROVEMENT TASK
FORCE (OIT) TO FIND WAYS THE STATE COULD PROVIDE MORE
EFFICIENT SERVICES TO OHIO'S CITIZENS.

GOVERNOR VOINOVICH DESIGNED THE ON' AS A PUBLIC
PRIVATE SECTOR PARTNERSHIP, GAINING THE SUPPORT OF MORE
THAN 100 COMPANIES IN THE PROCESS. THESE COMPANIES
DONATED MORE THAN $500,000 AND 300 INDIVIDUALS TO THE
EFFORT AND SPENT MORE THAN 150,000 HOURS REVIEWING NEARLY
EVERY ASPECT OF STATE GOVERNMENT.
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THE RESULT OF THESE INTENSE EFFORTS Wa3 APPROXIMATELY
1600 RECOMMENDATIONS ON IMPROVING EFFICIENCY IN STATE
GOVERNMENT. THE EFFORTS OF THE INDIVIDUALS AND COMPANTES
THAT COMPRISED THE OIT HAVE NOT GONE UNANSWERED. TO
DATE, MORE THAN 82 PERCENT OF THE RECOMMENDATIONS HAVE
BEEN COMPLETED. AND THE GOVERNOR REMAINS COMMITTED TO
SEEING THIS EFFORT CONTINUE. .

IN THE AREA OF TQM, THE RESULTS OF THE QSTP EFFORTS
HAVE PAID OFF. AS WITH ANY NEWER TQM PROGRAM WE ARE NOT
CHANGING THE WORLD BUT WE HAVE USED IT TO SAVE A FEW
HUNDRED THOUSAND DOLLARS AND ELIMINATE 50,000 BUSY
SIGNALS FROM OUR CUSTOMERS. A FEW EXAMPLES ARE IN ORDER.

THE FIRST EXAMPLE COMES FROM THE OHIO DEPARTMENT OF
TRANSPORTATION(ODOT). IF YOU'VE EVER WATCHED A SNOW
PLOW PUSHING THROUGH A DRIFT-FILLED HIGHWAY, YOU CAN
IMAGINE WHAT PUNISHMENT THEY TAKE. THE BIGGEST - AND
COSTLIEST - TROUBLE CAN OCCUR WHEN THE PLOW BLADE FAILS TO
"BREAK" WHEN IT RUNS OVER A BRIDGE JOINT, RAISED PAVEMENT,
OR BERM. AT ODOTS DISTRICT 1, IN LIMA, THE SPIT TEAM (SNOW
PLOW JMPROVEMENT TEAM) ANALYZED THE SITUATION AND CAME
UP WITH AN INNOVATIVE WAY TO MAKE THE REPAIR AND
PREVENT FUTURE PROBLEMS. THEY CUT COSTS BY 87% - AND WILL
SAVE THEIR DISTRICT $33,000. ONCE THE IMPROVEMENT IS FULLY
IMPLEMENTED THROUGHOUT ALL OF ODOT, SAVINGS COULD TOP
$300,000. _

ANOTHER GOOD EXAMPLE OF THE TQM PROCESS BEING
PROPERLY UTILIZED COMES FROM THE BUREAU OF WORKERS'
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COMPENSATION (BWC). WHEN MEDICAL PROVIDERS USE TO CALL
THE BWC THEY HAD TO ENDURE LONG WAITS AND FREQUENTLY
BUSY SIGNALS BEFORE GETTING THROUGH. NOT ANYMORE. A
TEAM TURNED THINGS AROUND BY DEVELOPING AND
IMPLEMENTING AN AUTOMATED PHONE INQUIRY SERVICE. NOW,
INSTEAD OF WAITING FIVE MINUTES, MEDICAL PROVIDERS HAVE
THEIR CALLS PICKED UP ON THE FIRST RING - THE FIRST, TIME AND
EVERY TIME. THE TEAM'S NAME SEEMS ESPECIALLY APPROPRIATE.
THEY'RE KNOWN AS THE BUSY BREAKERS.

ON A FISCAL NOTE, THE THREE BUDGETS THAT THE GOVERNOR
HAS DESIGNED REPRESENT THE LOWEST SIX YEAR GROWTH RATE IN
40 YEARS OF STATE SPENDING. AND TODAY WE HAVE 3,377 FEWER
EMPLOYEES IN STATE GOVERNMENT IN THOSE DEPARTMENTS
UNDER THE GOVERNORS CONTROL THAN WE DID WHEN HE TOOK
OFFICE N 1991.

TO BRING IT DOWN TO A MORE MICRO LEVEL I WILL ADDRESS
THE CHANGES TAKING PLACE AT THE DEPARTMENT I AM
CURRENTLY MANAGING, THE OHIO DEPARTMENT OF
ADMINISTRATIVE SERVICES, MORE COMMONLY KNOWN AS DAS.
'DAS IS THE BUSINESS ARM OF STATE GOVERNMENT. WE DO THE
PURCHASING, CONSTRUCTION, PRINTING, INVENTORY AND REAL-
ESTATE MANAGEMENT FOR OTHER STATE AGENCIES AS WELL AS
ADMINISTER THE STATE CIVIL SERVICE, COLLECTIVE BARGAINING,
RISK MANAGEMENT AND EQUAL OPPORTUNITY LAWS. WE ALSO
OVERSEE AND MANAGE THE STATES COMPUTER AND
TELECOMMUNICATION SYSTEMS.
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BY LAW WE HAVE A MONOPOLY ON SERVICE DELIVERY TO
OTHER STATE AGENCIES. WHEN | CAME TO DAS A LITTLE OVER TWO
YEARS AGO I FOUND WHAT ONE WOULD EXPECT TO FIND WITH ANY
MONOPOLY... A SYSTEM THAT HAD NEVER NEEDED TO CHANGE
BECAUSE IT WAS NEVER CHALLENGED. CLEARLY, SOMETHING
NEEDED TO CHANGE. L

SHORTLY AFTER BEING APPOINTED DIRECTOR I STARTED A
FULL OPERATIONAL REVIEW. WE DECIDED TO DO SOMETHING THAT
GOVERNMENT WAS NOT ALWAYS KNOWN FOR DOING, WE WENT
OUT TO OUR CUSTOMERS AND ASK THEM WHAT THEY THOUGHT.

AFTER MANY MONTHS OF LISTENING TO OUR EMPLOYEES AND
TRAVELING THE STATE TALKING TO OUR CUSTOMERS, WE
EMBARKED ON A VOYAGE THAT WE TERMED DAS 2000, A NEW
VISION FOR GOVERNMENT. SIMPLY PUT, THE DELIVERY OF CURRENT
MONOPOLIZED SERVICES BY DAS IS BEING REPLACED WITH MORE
COST COMPETITIVE WAYS OF PROVIDING SERVICES TO OUR
CUSTOMERS. THE GOALS WERE AND CONTINUE TO BE FINDING
WAYS TO ELIMINATE WASTE, DUPLICATION OF EFFORTS AND
UNNECESSARY CONTROL OVER OUR CUSTOMERS.

EVERY FUNCTION DAS PERFORMS WAS EXAMINED AND
EVALUATED FOR BOTH SERVICE LEVEL AND EFFICIENCY. IN CASES
WHERE WE WERE ADDING UNESSESARY TIME AND MONEY TO
VARIOUS PROCESSES WE REDUCED OUR INVOLVEMENT. FOR
INSTANCE, CHANGES IN THE CONSTRUCTION ADMINISTRATION
PROCESS WILL BRING THE TIME IT TAKES TO BUILD A NEW BUILDING
DOWN FROM YEARS TO A LITTLE UNDER A YEAR.
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WHERE OUR CUSTOMERS HAD THE ABILITY TO DO THINGS
THEMSELVES WE TURNED OVER THE RESPONSIBILITY TO THEM. BY
GETTING OUT OF THE WAY WE REDUCED THE PURCHASING PROCESS
BY AS MANY AS 6 WEEKS. NOT ONLY ARE WE STREAMLINING
PROCESSES BUT WERE IT MAKES SENSE, IN AREAS THAT WE CAN
NOT COMPETE WITH THE PRIVATE SECTOR, WE ARE OUTSOURCING.

IN OVERHAULING MANY OF OUR RULES WE ARE
ENCOURAGING COMMON SENSE PROBLEM SOLVING. A GREAT
EXAMPLE IS IN THE AREA OF PURCHASING. WE PREVIOUSLY HAD 34
RULES, WE NOW ONLY HAVE 11. OUR SINGLE PURPOSE WAS TO
SPEED UP THE PURCHASING PROCESS ALLOW EMPLOYEES TO THINK
FOR THEMSELVES AND TO NOT TRY TO REGULATE FOR EVERY
POSSIBLE BAD SITUATION THAT MAY OCCUR. ‘THE RULES HAD BEEN
LAYERED ON SO THICK THAT PEOPLE COULD NOT THINK, THERE WAS
A RULE TO TELL THEM EVERY MOVE TO MAKE.

DAS 2000 HAS HAD A MAJOR IMPACT ON OUR BUDGET. THE
DAS BUDGET WAS CUT BY 9% EACH FISCAL YEAR IN THE UPCOMING
BIENNTUM, FOR A TOTAL REDUCTION OF $51.9 MILLION. THIS WAS
AN ACTUAL REDUCTION OF 11% OVER OUR PREVIOUS YEARS
BUDGET.

A FINAL PIECE OF THE PUZZLE WAS ADDED LAST MONTH
WHEN THE LEGISLATURE PASSED, SENATE BILL 99, SIGNIFICANTLY
CHANGING THE PURCHASING, PRINTING AND CIVIL SERVICE LAWS
WE ADMINISTER. THESE CHANGES WILL RESULT IN AN ADDITIONAL
SAVINGS OF 8 TO 10 MILLION DOLLARS A YEAR FOR THE TAXPAYERS
OF CHIO. '
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FINALLY, OUR CHANGES ARE BEING ACCOMPLISHED AS A
RESULT OF TEAMWORK. LABOR AND MANAGEMENT HAVE BEEN
WORKING CLOSELY TOGETHER TO DETERMINE HOW TO REDUCE
COSTS. CREDIT SHOULD BE GIVEN TO THE STATE EMPLOYEES UNION
WHO TOOK A GIANT STEP OUT ON A LIMB TO FORM A PARTNERSHIP
WITH US. THEY TOO UNDERSTOOD CHANGE WAS INEVITABLE AND
THE OLD WAY OF DOING THINGS WAS NO LONGER ACCEPTABLE.

1 COULD GO ON AND ON ABOUT THE DRAMATIC CHANGES WE
ARE MAKING BUT TIME WILL NOT PERMIT THAT TO HAPPEN SO I
WILL STOP HERE. I WOULD BE HAPPY TO ANSWER ANY QUESTIONS
YOU MAY HAVE
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Questions for James Conrad

1 What were the qualifications used for placing companies and individuals on the Operations
Improvement Task Force?

2) How exactly was the Operations Improvement Task Force organized, in terms of meetings
and input?

3) Would you please go into more detail on the process and criteria you utilized to determine
what departments, under the Governors control, were in need of restructuring? '

4) In your testimony you referred to the Department of Administrative Services going out to
its customers and asking their opinions of the quality of service delivery. Through what means was
this accomplished (¢.g., through the use of surveys, questionnaires, town meetings etc.)?

5) What role did managers and employees have in the DAS 2000 project?

6) In your testimony you talk about “allowing employees to think for themselves”. We hope
to do this on the federal level. However, [-wonder if federal employees are afraid to take risks and
do things differently because they fear being penalized if they make s mistake. Has this been a
problem in Ohio?

D Please describe how the legislative joint committee on regulations operates and whether in
your experience it is an effective structure to encourage reduction of unnecessary state regulations.

8) What is your position on the elimination of each of the following federal departments:
Commerce, Energy, Education and Housing and Urban Development?
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1) Governor George V. Voinovich invited Ohio companies to participate on
the Task Force by committing funds and/or personnel to staff task force
teams. Companies were assigned to specific agencies, rather their personnel
were placed where they could be most effective. For example an accountant
for XYZ Company may have served on the Human Services Task Force,
while a computer expert for the same company served on the EPA Task Force.
In compiling teams, individuals were selected for their specific skills. For
example, in the Department of Administrative Services, the Task Force Team
included individuals knowledgeable in purchasing and personnel--two major
areas of DAS operations. Also, while the OIT focused on procedure not policy
issues, an effort was made to avoid conflict of interest, particularly in

regulatory agencies.

2) The OIT was initiated when Governor Voinovich solicited Ohio
Companies to help him put together a task force to assess state government
operations. Once companies began signing on, a chairman and director were
chosen to set up an office and do what was necessary to secure the funding
and staffing necessary to run the OIT. First, high level managers were
selected to act as agency group leader to oversee broad categories of
government such as human service agencies. Next task force leaders were
selected and assigned specific agencies and teams were formed accordingly. A
leadership panel was created as a way to brief companies who invested in

process.

Once each team was selected its members were given general training on
what was expected during their management audits. Much emphasis was

placed on documenting everything that was found or decided upon. Teams
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used surveys and interviews; looked at fiscal records, annual reports, policies
and procedure; and reviewed work processes to make their assessments and

corresponding recommendations.

3) Governor Voinovich made it clear that each area under his control was to
be given a thorough assessment. Teams did not enter agencies with
preconceived notions that changes must be made. Through their
assessments, they decided what changes were necessary to make operations

run more efficiently.

4) When I Took over at DAS my first order of business was to send out a
customer service survey. The survey accomplished two things, which in fact
was actually mailed out on my first day in office. (It has since been mailed out
on the same day every year.) The first was to set a baseline starting point so
we knew exactly where we stood, the second thing was that it told our
customers that we are serious about changing the focus of our organization.
We also had a series of Town meetings throughout the state (13 in all). A
method I utilized when I ran the Ohio Bureau of Employment Services was
the questionnaire post card. With every piece of mail we sent out we attached
a pre-postage comment card. We literally received hundreds of cards back a
week and while not as quantifiable as a survey, it sure helped to let me know

what the people interacting with us were thinking.

5) Those managers and employees who wanted to participate had a major
role in the DAS 2000 project. As a matter of fact 70 to 80 percent of our

legislative changes were employee suggestions on how the law needed to be
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changed to provide better customer service. The remaining portions of the

legisiative charges were custemer driven.

6) Employees have been scarcd to take risks at the state level in Ohio but our
situation is no different than any other public, private or not for profit entity.
Employees must have trust in management and if there is no trust or lack of
an environment that encourages risk taking, change will never take place.
The public sector is different in the sense that one can't reward employees for
successes as they can in the private sector but on the other hand employees in

the public sector are not as likely to lose their jobs if they take a risk and fail.

7) The committee you are referring too is the Joint Committee on Agency
Rule Review and it is a body made up of legislators from both houses of the
Ohio General Assembly. Every time an agency files a rule under Ohio
Revised Code rule making authority public hearings must be held by the
agency and then the rule is heard before JCARR. The committee either
approves the rule or sends it back to the agency to be revisited. This process
has worked both positively and negatively. In many instances it has served as
the last chance for disaffected parties of a particular rule to be heard by

someone other than the promulgating agency.

8) I have not interacted with these agencies and therefore do not have an

opinion on whether or not they should be eliminated.
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Mr. CLINGER. Thank you very much, Mr. Conrad, and please con-
vey my regards to the Governor, who certainly was a champion and
an outstandinﬁ leader in the unfunded mandates fight, and without
whom we would not have achieved that victory. So I hope you will
give him my vel?' best regards.

Mr. CONRAD. I will.

Mr. CLINGER. Next, I am ver;' pleased to recognize Dr. Rasey, if
I may. Is that J)ronounced right?

Dr. RASEY. Yes, that is correct.

Chairman Clinger, Congressman Stokes, Congresswoman Col-
lins, Congressman LaTourette and other members of the Reform
and Oversight Committee, thank you for inviting me to testify be-
fore your committee today.

The Greater Cleveland Growth Association applauds the Con-

ess’ efforts to reduce the Federal deficit and your committee’s ef-

orts to streamline and reform the Federal Government.

We must all learn to use available resources more effectively and
efficiently and to work in partnership between levels of govern-
ment, the private and non-profit sectors and the community to
achieve our public policy aims. Partnerships are especially valued
because they promote collaborative solutions and coordinated use of
resources, public and private, in addressing problems of scale.

The Growth Association, with nearly 16,000 members, is pri-
marily concerned with issues of economic growth and job creation.
There are five issue areas based on our work priorities for 1995
and 1996, where the Federal Government is most needed, where
Federal program funding should be sustained at or near current
levels. These categories are technology infrastructure, job training,
small business, the core city—in this case the city of Cleveland and
other urban cities—and transportation and infrastructure.

I will limit my remarks to just three areas—technology infra-
structure, job training and the core city, though my written testi-
mony addresses all five.

Technology infrastructure—while the rate of decline in the Cleve-
land ' manufacturing center is converg'ing with the national average,
it is still a very large part of the area’s and region’s economy.aﬁ‘o
sustain the manufacturing base and support emerging industries,
a substantial infrastructure has evolved in Greater Cleveland over
the last 10 years. Ongoing Federal support for this infrastructure
is viewed as critical to industrg expansion and retention. Private
companies today, both large and small, compete in global markets.
To be successful, R&D must be focused on the short term, 1 to 2
years; the intermediate term, 3 to 5 years; and the long term, 10
to 20 years. These intensified demands are exacerbated by country-
to-country differences in public and private investment in both ge-
neric and applied research and development. The United States
today fails miserably in its public and private commitment. As a
Nation, the United gtates ranks 19th or worse in both categories.

I have two suggestions: First, Federal investment in generic and
agplied R&D and deployment should be sustained to improve Unit-
ed States competition with our leading foreign competitors and
emerging foreign competitors—for example, China.

Examples of Federal programs that provide direct or indirect
support for R&D in greater Cleveland include the Commerce De-
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partment’s Advanced Technology Program and the Manufacturing
Extension Partnerships Program.

In greater Cleveland, the Cleveland Advanced Manufacturing
Program, (CAMP), one of the first MEPS selections, offers a wide
variety of services to over 9,000 members. CAMP’s affiliate, the
Great Lakes Manufacturing Technology Center, has completed 750
technology programs with an estimated savings of $54 million to
area manufacturers. Separately, the EDA’s in Commerce, Title IX,
Economic Adjustment Grant Program, supports the infrastructure
and direct development of technology districts and incubators.

Other Federal agencies—Health and Human Services, Veterans
and the National Science Foundation—support generic research in
emerging industries in the Cleveland area, such as aerospace, bio-
medical, biotechnology and advanced materials—for example, poly-
mers.

Two lesser known SBA programs are also important. The Small
Business Innovation Research Program provides contractual oppor-
tunities for innovations aimed at addressing Federal R&D needs
across the board in terms of Federal agencies. The Small Business
Technology Transfer Program funds partnerships between univer-
sities, other non-profit research institutions and small businesses.
In addition to direct Federal program support, the NASA Lewis Re-
search Center, located in Cleveland, is the region’s preeminent
R&D facility and places the State of Ohio as a leader in aero-
nautics and aerospace research.

My second suggestion is that private investment in R&D should
be expanded through the permanent extension of the research and
development tax credit for private companies and a reduction in
the capital gains tax rate for private companies and individual in-
vestors.

I will shorten my comments on job training. We got an excellent
introduction and remarks from Secretary Martin. My recommenda-
tions in that area are two-fold. While agreeing that Federal pro-
gram consolidation is needed, it is important that the overall level
of funding for job training programs and school-to-work program
initiatives be sustained and that their targeting to special popu-
lations, to the extent possible, be retained as well; for example,
through set-asides within the block grants.

Second, most importantly, develop market clearing mechanisms
for matching employers with job seekers. The program I am aware
of is in Commerce, 1t is their {nformation Infrastructure Grant Pro-
gram. I was with an official from that agency the other day, they
are swamped with applications for a very small pot of money.

Last, the core city, the city of Cleveland. While Cleveland has
made great strides in the past decade as a come-back city, as re-
ported by our mayor, there are still major divisions. And there are
hopeful signs, as the mayor commented, on the new home construc-
tion and the activity—more new construction than loss of inven-
tory, I believe. But more is needed. At the same time, we have to
be honest in expecting that Federal funding coming to Cleveland
and other large urban cities is likely to deteriorate in the wake of
budget-cutting underway in the 104th Congress. Further, as con-
trol over the substate allocation and use of Federal block grants is
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transferred to the States, there is added concern over what will be
available to address core city problems.

My recommendations—first, existing Federal programs which
stimulate economic growth in distressed communities must be sus-
tained. By sustained, what I mean is that these programs must be
kept in one form or another. We acknowledge that budget cuts will
happen, but we want to see those programs coming to Cleveland
and other cities.

An area of great need in this area is the reclamation of former
industrial sites or “brownfields.” Here, I should thank Congress-
man Stokes for arranging a delegation meeting earlier this week on
the subject, and also thank Congressman LaTourette for actively
participating in the meeting.

Second, Federal investment in job training and educational pro-
grams which motivate and prepare disadvantaged youth and unem-
ployed or under-employed adults in core cities must be maintained
and sustained. These programs span the Departments of Edu-
cation, Labor, and Health and Human Services.

Third and finally, housing reinvestment in core cities by existing
owners should be encouraged by the Federal Government on the
tax side by the removal of the current tax penalty that results from
capital gains payments on homes purchased which cost less than
the homes sold in suburban markets.

In conclusion, I admit that what I have recommended sounds
very much like a laundry list. Unlike prior years, however, it is not
focused on special purpose funding requests. Instead, my testimony
identifies existing Federal programs and program areas that we be-
lieve are vital to economic growth and job creation. As much as I
would like to, I am not asking that these programs be exempted
from current budget cutting. Nor am I saying that some of them
should not be consolidated into block grants. My primary purpose
this morning is to let the members of the committee know the
areas where Federal programs and program targeting are most
helpful in supporting economic growth and job creation in the city
of Cleveland, ﬁreater Cleveland and northeast Ohio.

I should add that the Growth Association is committed to work-
ing in partnership with the Federal Government and other levels
of ﬁ)lvemment in seeking solutions and in sharing resources.

ank you.
[The prepared statement of Dr. Rasey follows:]
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The Greater Cleveland Growth Association supports current Congressional efforts to
reduce the federal deficit. The Growth Association also supports Legislative and
Executive Branch initiatives aimed at streamlining federal government as a means of
reducing the deficit.

In the present budgetary environment, we must all learn to how to do more with less,
use available resources more effectively and efficiently, and work in partnership —
between levels of government, the private and nonprofit sectors, and the community — to
achieve our public policy objectives. Partnerships are especially valued because they
promote collaborative solutions and coordinated use of resources, public and private, in
addressing problems of scale. Further, in partnership, there is ultimately a shared
understanding of what’s needed, what's possible, and who can get the job done. Finally,
partnerships are mediative in nature — which helps to overcome partisan positions.

As a business association, with nearly 16,000 members, our primary goals are
economic growth and job creation. It is our purpose to make a quantifiable, measurable,
and significant change in the economic condition of our city and Northeast Ohio. We also
believe that the federal government must be involved in partnership with us and other
state and local participants.

Greater Cleveland Growth Association
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In 1995-1996, the work priorities of the Growth Association are, as follows:
1. Revitalizing the manufacturing base;

2. Increasing the number of formations and expansions of small- to mid-sized
companies;

3. Increasing growth in high-wage, high-growth service and technology sectors
4. Creating a more efficient and unconstrained labor market;

5. Improving the region’s capabilities in the movement of goods and people

6. Restoring economic vitality in the city;

7. Increasing female and minority participation in the economy; and

8. Enhancing the image of Cleveland as a visitor destination of choice.

While each of the eight priorities is supported in one way or another by government,
there are five issue areas, based on the work priorities listed above, where federal
govermment support is most needed, and where, in present Congressional deliberations,
program funding should be sustained at or near current levels. These categories are:

(1) technology infrastructure; (2): job training; (3) small business; (4) core city; and (5)
transportation and infrastructure. They have importance for the city of Cleveland,
Cuyahoga County, the primary and consolidated metropolitan area, Northeast Ohio, and in
most cases, the state of Ohio and the Midwest. Each is addressed below.

1. TECHNOLOGY INFRASTRUCTURE

Background

While the rate of decline in the Cleveland manufacturing sector is converging with
the national average, it is still a very large part of the area’s and region’s economy. To
sustain the manufacturing base and support emerging industries, and to support growth in
high technology service sectors (e.g., banking and health care), a substantial technology
infrastructure has evolved in Greater Cleveland, Northeast Ohio, and the state of Ohio
over the past ten years. This infrastructure supports both basic and applied research,
deploys research results including opportunities for commercialization, and helps to attract
both short- and long-term capital for business ventures.
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Contributors to this infrastructure have included federal and state governments, public
and private foundations, and other private and nonprofit sector institutions and
organizations. Each sector remains a key component in sustaining the infrastructure.
Federal support of basic and applied research and the deployment of results, including the
expansion of the information superhighway, is viewed as critical.

Issue

Private companies today, both large and small, compete in global markets. To be
successful, R&D must focus on the short term (1-2 years), intermediate term (3-5 years),
and long term (10-20 years). These intensified demands are exacerbated by country-to-
country differences in public and private investment in generic and applied R&D. The
U.S. today fails miserably in both public and private levels of investment, ranking 19th or
worse in both categories.

Recommendations

1. Federal investment in generic and applied R&D and deployment must be
increased to improve U.S. competition with our leading foreign competitors (e.g.,
West German and Japan) and emerging foreign competitors (e.g., China).

Examples of federal programs that provide direct or indirect support for R&D in
Northeast Ohio include the Commerce Department’s Advanced Technology Program
(ATP) and the Manufacturing Extension Partnerships program (MEPs). In Greater
Cleveland, the Cleveland Advanced Manufacturing Program (CAMP), funded by the
MEPs program, offers a wide variety of services to over 9,000 manufacturers.
CAMP’s affiliate, the Greater Lakes Manufacturing Technology Center has
completed 750 technology programs, with an estimated savings of $54 million to
manufacturers  Separately, the EDA’s Public Works and Title IX Economic
Adjustment grant programs support the development of technology parks and
incubators for emerging industries.

Other valued federal involvement, by administering agency, includes:
Commerce

+ Information Infrastructure Grants
Defense

» Technology Reinvestment Program (TRP)
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Health and Human Services

* Generic medical research (supporting emerging biomedical/biotechnology
industry)

National Science Foundation.

» Generic research funds (supporting emerging industries, e.g., polymers, and
other advanced materials, sensors, biomedical/biotechnology, and aerospace)

Small Business Administration

* Small Business Innovation Research (SBIR) program (that provides contractual
opportunities for innovations aimed at addressing federal R&D needs across
agencies including Commerce, Defense, Transportation, EPA, and NASA)

* Small Business Technology Transfer (STTR) program (that funds partnerships
between universities, other nonprofit research institutions, and small businesses)

Veterans Administration

« Biomedical research funds (including intramural funding from Defense and the
National Institutes of Health) that support an emerging
biomedical/biotechnology industry

In addition to direct program support, the NASA-Lewis Research Center is the
region’s preeminent R&D facility, and places the state of Ohio as a leader in
aeronautics and aerospace research. Current efforts are underway to establish a
commercialization center in the Cleveland area to secure economic development
benefits from NASA technology spin off.

Federal support for basic tools to facilitate technology-based business
development, especially in urban areas, should be expanded.

Commerce (Economic Development Admunistration)

» Programs to assist in building the Cleveland Technology District and other
technology parks to retain the benefits of commercialization of research in the
urban core.

* Technology investment funds to fill the gap between basic research funding
and private investment.
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3. Private investment in R&D should be increased through the permanent
extension of the Research and Development Tax Credit for private companies

and reduction in the capital gains tax rate for private companies and individual
investors. ‘

II. JOB TRAINING

Background

Workforce quality is a key consideration in choosing a location for business
investment and a critical factor for successful operation.

Issuc

The educational attainment of the region’s work force (a measure of labor force
quality) lags behind other comparative regions. Further, demand for highly educated
workers is growing, and high-wage jobs require increasing levels of educational
attainment. Overall, there is a major imbalance between unfilled demand and qualified
job seekers.

Recommendations

1.  While agreeing that federal program consolidation via block grants through the states
is appropriate, it is important that the overall level of funding for job training
programs and school-to-work program initiatives be sustained, and that
targeting to special populations be retained — through set-asides, by example.
Valued federal programs include, by administering federal agency, the following:

Education — Programs that address transition to jobs, including:
¢ Vocational and Adult Education,
* School-to-Work, and
¢ TRIO programs (e.g., Upward Bound).
Health and Human Services
» Job Opportunities and Basic Skills Training Program (JOBS) (provides

education, training, job-search, and other supportive services to AFDC
recipients)
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Labor
* Job Training Partnership Act JTPA) programs (that address adult employment
needs, including the job training needs of the disadvantaged and retraining for
dislocated workers)
» Trade Assistance programs (job training for persons experiencing a reduction in
hours worked, or reduced wages, e.g., because of increased imports)
2. Develop market clearing mechanisms for matching employers with job seekers.
Commerce
* Information Infrastructure Grants (Telecommunications and Information

Infrastructure Assistance Program). This program should be substantially
expanded given the enormous level of demand.

III. SMALL BUSINESS

Background

Small businesses play important roles in local and regional economies, not only in
established industries as suppliers and subcontractors, but in emerging industries where
venture capital is usually scarce. Small businesses are also a major source of new jobs.

Issue

The failure rate for new smail businesses is high, and most job growth usually occurs
after four years in the life of a start-up company. As such, they need nurturing during
the maturation process, especially as they expand in size and venture into new markets
and product lines. The Cleveland metropolitan area has been less successful than peer
cities in creating and nurturing new businesses.

Recommendations
Improve the early survival rate of new small businesses by:

1.  Supporting their early development and growth by sustaining the following
federal programs and initiatives:
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Commerce

* Enterprise Development (e.g., Minority Business Development Centers) [The latter
provides one-stop centers for minority-owned businesses.]

* International trade initiatives

* Manufacturing Extension Partnerships (MEPs)
* Information Infrastructure Grants

Labor

* Job Training Partnership Act (JTPA)

Small Business Administration

* Small Business Development Centers (SBDCs) and other training and technical
assistance programs

2. Improving their access to capital by sustaining the Small Business
Administration as a source of small business loans, e.g., 7(a) and 504, and
international loan programs such as the International Trade Loan Program and
Export Revolving Line of Credit); and

3. Creating a more supportive business environment on the tax side, including:

¢ A reduction in the capital gains tax rate;

+ Reductions in subchapter C/S corporate tax rates to enhance income retention and
reinvestment; and

¢ Removing the "principal place of business” restriction on home office deductions.

1V. CORE CITY

Background

While the city of Cleveland has made great strides in the past decade as a comeback
city, it remains largely divided — in terms of race, incomes, and other factors which
separate east-side from west-side and the core city from suburban areas. The current
economic situation in the core city is characterized by high poverty, high unemployment,
low educational attainment, and high out-migration.
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While there are hopeful signs — new home construction activity, empowerment zone
designation, and magnet schools in the sciences, medical field, the arts, etc. — in
aggregate, not enough is being done to fundamentally change the above relationships. An
ongoing. committed public-private-community partnership is needed to move forward with
an agenda that will bring prosperity and security to all of our citizens.

Issue

The amount of federal funding coming to Cleveland and other core cities is likely to
deteriorate in the wake of budget-cutting underway in the 104th Congress. Further, as
control over the sub-state allocation and use of federal block grants is transferred to the
states, there is added concern over what will be available to address the problems of core
cities.

Recommendations

1. Existing federal programs which stimulate economic growth in distressed
communities must be sustained. Examples of these programs, by administering
federal agency, include the following:

Commerce (EDA)

* Economic Adjustment Grants (Title IX)

* Competitive Communities concept

» Enterprise Development (Minority Business Development Centers)

EPA

» Superfund (or separate "brownfield" legislation) which provides financial

assistance for the environmental assessment and inventorying of non-priority list
sites, their cleanup and redevelopment, for industrial, commercial, residential, and

mixed uses
* Environmental Finance Center Program
Housing and Urban Development
» Community Development Block Grants

* Empowerment Zones
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Small Business Administration
» Loan programs for disadvantaged small businesses

2. Federal investment in job training and educational programs with motivate and
prepare disadvantaged youth and unemployed or underemployed adults in core

cities must be sustained.

Education

* Elementary and Secondary Education Act (targeted to core city schools)

* Vocational and adult education programs

* Urban Community Service Program (mobilizes resources of urban universities in
solving problems in low-income communities)

Health and Human Services
* Job Opportunity and Basic Skills (JOBS) program

HUD

» Family Self-Sufficiency Program (in which unemployed residents in federally-
assisted housing enter 5-year contracts to pursue education, training, and ultimate
employment, in return for housing and other supportive services)

Labor
¢ Job Training Partnership Act (JTPA) programs
3. Hoeusing reinvestment in core cities by existing owners should be encouraged on

the tax side by the removal of the current tax penalty that results from capital
gains payments on homes purchased which cost less than the homes sold.

V. TRANSPORTATION AND INFRASTRUCTURE

Background

Cleveland’s central location provides significant potential for it to become a major
regional center of trade and commerce.
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Issue

Access 1o domestic and international air service in Cleveland is limited when

compared to other metropolitan areas. Compared to peer cities, Cleveland has not realized
its full potential in travel- and tourism-related revenues. Further, public transportation in
Cleveland is not fully used and expensive to operate.

Recommendations

L.

Enhance intra-regional transportation infrastructure, through the following
programs and related activities:

Transportation

* Federal Highway Administration programs (full and timely expenditure of
Transportation Trust Fund revenues — currently Ohio is receiving only about 60%
of the federal gas taxes collected within the state)

» Federal Railroad Administration — In the short run, capital funds are needed to
help acquire railroad rights-of-way associated with the Cleveland-Akron-Canton
commuter rail program. In the long run, capital and operating support are needed
for regional and intra-regional rail operations.

* Federal Transit programs — Currently, capital and operating funds are combined
in the federal budget, making it very confusing because outiays include multiple-
year capital projects. This issue applies across all transportation and infrastructure
programs.

Defense
* Army Corps of Engineers activities are important to sustaining trade through the

Port of Cleveland and on the Cuyahoga River. Current needs include funding
($14 m.) for bulkheading at the mouth of the Cuyahoga River.

Improve domestic/international air service through Federal Aviation
Administration programs.

Assure adequate infrastructure to support economic development in the core
city, e.g., bridge maintenance and reports and brownfield environmental
assessments and cleanup.

10
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CONCLUSION

Yes, the above has all the aspects of being a laundry list. Unlike other years,
however, it is not focused on special purpose funding requests, but instead, it identifies
existing federal program and other federal activities that we believe are vital to economic
growth and job creation.

As much as we would like to, we are not asking that these programs be exempted
from current budget cutting. Nor are we saying that some of them shouldn’t be
consolidated in block grants. Our primary purpose is to let members of Congress know
the kinds of federal programs and program targeting that are most helpful to supporting
economic growth and jeb creation in the city of Cleveland, Greater Cleveland, and
Northeast Ohio.

Finally, we are committed to working in partnership with the federal government and
other levels of government — in seeking solutions and in sharing resources. A good
example of this, albeit tentative in nature, are collaborative efforts underway to reclaim
former industrial sites (brownfields) and reuse them for technology districts to support
emerging industries. Direct benefits include new jobs (in the cleanup, new businesses
created, and service jobs created to support the enterprises). Indirect benefits include
enhanced public services resulting from increased city tax revenues and the preservation
of greenfield sites.

Thank you.

-- End --

11
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U.S. House of Representatives
Committee on Government Reform and Oversight
Hearing on July 14, 1995
Parma Heights, Ohio

Testimony of Dr. Keith P. Rasey

Additional Questions and Answers

1

In your prepared statement you express concern that the educa)ianal
attainment of the American workforce lags behind other industrial nations,
and you advocate the use of federal job training programs. Do you believe
any of these programs should be designed, administered or financed in part
by states and localities?

The anticipated consolidation and "blockgranting" of federal job training
programs by Congress will no doubt assure greater flexibility in the design and
administration of job training programs at the state and local level. Local
control over design and implementation, if done in collaboration with area
employers, should be responsive to local labor market needs. On the other
hand, prospects for state and local funding for job training are much more
difficult to assess owing to diversity of policy and level of available resources
between jurisdictions.

My major concern with "blockgranting" federal programs is the potential for
"spreading” across the population which limits the amount of program funds
benefiting originally targeted "in need" populations, e.g., the unemployed and
underemployed in core areas of center cities. Program consolidation and
greater state/local discretion must therefore be carefully balanced with needs
targeting to assure the effective distribution of program benefits.

Do you think job training programs should be targeted to areas with higher
unemployment?

Federal job training resources should be targeted to areas of high need. High
unemployment is only one indicator of this need and may reflect cyclical or
frictional unemployment at the time of measurement. Other measures, such as
labor force participation rates, particularly among population sub-groups, e.g.
women, minorities, or disadvantaged youth), should also be considered to
ensure that federal resources are targeted effectively in dealing with structural
unemployment and underemployment.

Greater Cleveland Growth Association
200 Tower City Center » 50 Public Square » Cleveland, Chio 44113-2291%
{216) 621-3300 * FAX (216) 621-6013

THE CHAMBER OF COMMERCE FOR GREATER CLEVELAND
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3. What is your position on the elimination of each of the following federal

departments: Commerce, Energy, Education, and Housing and Urban
Development?

I would prefer to answer this question is terms of what functions are

appropriate at the federal level, and limit my remarks to the Greater Cleveland
Growth Association’s working priorities.

First, the federal government is best positioned to promote and facilitate
international trade by U.S. firms. Also, because of its taxing powers and the
fact of global competitiveness intensified by central government investment in
R&D, we must do likewise by increasing both public and private investment in
basic and applied technology development and deployment. At present, such
investment levels, as a percent of GNP, are well behind our major competitors
(Japan and West Germany) and likely to rapidly fall behind newer competitors
(e.g., China). The Commerce Department is a logical, centralized agency in
which to coordinate such activities.

Second, the federal government must commit resources to preparing/upgrading
the workforce to compete in the global economy and address structural
employment issues (see above). This suggests that the Departments of
Education and Labor must remain involved. Education must continue to
concern itself with school-to-work transition. With regard to job training, I
strongly support the consolidation of federal job training programs, presumably
at Labor. With consolidation, it may also be desirable to establish an advisory
commission made of representatives from federal agencies currently
administering job training programs, private sector employers, and labor to
assure policy coordination.

Third, because of the limited resources of our older, urban cities, and because
of limited state intervention and resource availability, the federal government
must retain responsibility for caring about America’s cities. Therefore, while
the Department of Housing and Urban Development may well need
reorganizing, it should continue to exist as a major resource and techmcal
assistance provider to urban cities, and as the federal government’s lead policy
maker on urban issues.

Prepared: July 27, 1995
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Mr. CLINGER. Thank you, Dr. Rasey.

Now I am pleased to recognize Claire Freeman, the CMHA chief
executive officer for 5 minutes.

Ms. FREEMAN. Good afternoon, Chairman Clinger and all of the
other Members of the Congress. Thank you for inviting me to be
here. As mentioned by the chairman, CMHA was severely troubled
less than 5 years ago. HUD has a public housing assessment man-
agement tool that grades public housing authorities. In 1990, we
probably would have received a grade of 30 out of 100. In 1991, we
scored a grade of 53. In 1994, we are at 81 and we hope to be a
high performer in the years to come, that would be over 90.

ﬁ‘his dramatic recovery was built on the application of sound pro-
fessional and business practices to a deteriorating public agency. It
is a wonder that the agency was still standing, actually. Andy we
implemented these business practices by institutionalizing a holis-
tic approach to addressing resident needs and changing the ori-
entation of the agency to customer service, where all employees of
CMHA know that the residents of public housing are our cus-
tomers. It might be a simple concept, but believe me, it was a com-
plex task to implement.

Before I give you highlights on some of our innovative programs
and techniques, let me just go over a little bit about what we found
when we entered CMHA. We were on credit hold across the county.
We had dangerously deteriorating infrastructure. We had gas pipes
that were so corroded because of the steam heat systems that were
over 60 years old, that we could have had an explosion at any time.
We had buildings that had the original paint—that is 1937 paint.
And we had a work force that, without question, was low productiv-
ity, low morale and everything negative you can think about a
work force, No leadership.

We had high vacancies, low rent collection. As I shared, severely
deteriorated housing stock, and I have to say that 40 years of de-
ferred maintenance is not benign neﬁ ect, but malicious neglect of
a national asset. What we did though, we brought in an organiza-
tion that I had become acquainted with at the Department of De-
fense—Sage Analytics. They have a failure avoidance technology.
They applied that failure avoidance technology to the Gulf war ?o'r
the Department of Defense, to American Airlines in terms of bad
baggage handling. Thely were now interested in putting their tech-
no osy to work in public sector institutions. We used their failure
avoidance technology to assess and correct the weaknesses that we
found at the Authority. Interesting enough, the failure avoidance
study told us that the No. 1 priority for us, no matter if we were
good at everything else, if our maintenance people were not re-
spectful and responsive to the residents, we would fail.

So with that information, we moved forward with a customer
service driven business plan. And with this redefined mission, we
had a number of concurrent strategies. And to summarize, most
importantly was the establishment, if you can believe this, of an
automated management information system throughout the Au-
thority, so that I could, from my office on my office computer, know
what was happening throughout the Authority at every 1 of the al-
most 12,000 units in the Authority. And we also implemented
hand-held computers so that when that maintenance man went
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into the apartment, he could input accurately all that was wrong
with that apartment and put the information instantly into the
system. Simple things like telling the workmen if you keep your
tool kit together for 3 years, you will own it. Guess what, we
sto&;l)ed losing tools.

d another very important thing for the residents was safety.
Public housing has been preyed on like vultures by the criminal
element. Public housing residents were begging for a safe environ-
ment. You might know that 85 percent of people arrested in public
housing neighborhoods do not live there. The city of Cleveland re-
cently did a look at, by address in the city, who has a warrantout
for their arrest. In all of the city of Cleveland, only 51 public hous-
inf residents out of 11,200 families had a warrant. In our Section
8 low-income p:gulation, 8,000 strong, only 139 had a warrant. So
the idea that public housing is infested with criminal people living
there is just absolutely not true.

So we reorganized to be customer driven, we decentralized oper-
ations and we addressed the security issue by increasing our secu-
rity force from 14 in 1990 to 268 today.

e have also instituted a very aggressive, award-winning archi-
tectural master plan process where we are taking these deterio-
rated, crime-infested, poorly designed, poorly built public housing
bujlding}zzxl and turning them into defensible spaced villages. You
have I think in front of you a picture that shows a before and after.
You will see a hallway at the notorious “Dodge City” King Kennedy
Estates where the gangster can run into one door and run out the
back eludinF g‘olice. And you can see a very drab, ugly building.
And if you look at the bottom, that is what our modernization ef-
fort has turned that building into. We have eliminated all three
story walk-ups, so that every single resident has their own front
Porc , their own defensible space. It is their house, it is their vil-

e, they can defend it.

r. SCHIFF [presiding]. Ms. Freeman, I have to ask if you could
Wrap up now.

Ms. FREEMAN. Sure.

Mr. ScHIFF. I want to emphasize to f'ou and to all the witnesses
that your entire written statement will be made a permanent part
of this record.

Ms. FREEMAN. Thank you. In closing, let me say that if we care—
if this country cares at all about preventing dependence and a
sharing and opportunity for disadvantaged individuals to become
tax-paying, law-abiding citizens, I ask that you and your fellow
Congress persons not be short-sighted in your reform work to make
our government more efficient. We must work on making govern-
ment programs more effective, but poorly thought out drastic budg-
et cuts and the elimination of departments or programs that are
currently unp?ular may indeed not create an increase in the num-
ber of law-abiding taxpayers. Indeed the long-term cost of prisons,
orphanages, juvenile facilities and mental institutions will far sur-
pass the cost of existing programs. Many of these programs, like
any private home or business are long-term investments that must
be kept over time, so that they can make a measurable difference
in the lives of the less fortunate of this country. Thank you.

[The prepared statement of Ms. Freeman follows:]
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Claire E. Freeman

H

Chief Executive Officer

Cuyahoga Metropolitan Housiug Authority

Good morning/afternoon. I'm Claire Freeman, and I've been the
Chief Executive Officer (CEO) of the Cuyahoga Metropolitan Housing
Authority (CMHA) in Cleveland, Ohio since 1990. Prior to my
arrival here, I served as Assistant Secretary for Administration at
the U.S. Department of Hous%ﬁg and Urban Development, and as Deputy
Assistant Secretary for Civilian Personnel Policy at the U.S.
Department of Defense. f

As the CEO at CMHA, I manage a $100 million annual operating
budget, a $301 million modernization budget and a workforce of 1500
employees. After being operatiocnally and financially troubled for
over 15 years, CMHA received recognition in 1994 for the greatest
rate of positive change in the nation.

The U.S. Department of Housing and Urban Development (HUD) has
created national standards for measuring the performance of housing
authorities called the Public Housing Management Assessment Program
(PHMAP) . A score of at least 60% is needed to be considered
standard. For improving our PHMAP score from 53% in 1991 to 81% in
1994, HUD presented CMHA with two awards: The Removal of Troubled
Designation Award and the Greatest Improved Performance Award for
very large public housing authorities (over 6,000 units).

>

This dramatic recovery was built on the application of sound
professional business practices to a deteriorating public agency.
It was implemented by institutionalizing a holistic approach to
addressing resident needs, and changing the orientation of the
agency to customer service, where all employees of CMHA know that
the residents of public housing are our customers!

It might be a simple concept, but believe me it was a complex
task to implement. Before I give you the highlights of some of our
innovative programs and techniques, let me briefly describe CMHA
and the conditions that I inherited.

The CMHA was founded in 1933 as the first public housing
authority in the nation. It is a political subdivision of the
State of Ohio whose purpose is to provide safe, decent and
affordable housing for eligible low income households. CMHA owns
and operates over 11,200 units of public housing, and administers
certificates and vouchers for over 8,400 Section 8 units. HUD is
the primary funding source and regulator for our housing programs.

When I was appointed CMHA's Executive Director in 1990, the
agency was extremely troubled in all aspects of housing operations.
There was a dearth of leadership, low staff morale, poor financial
management, poor routine and preventive maintenance, increasing
criminal activity and an unclear mission. These factors
contributed to high vacancies, low rent collections, a severely
deteriorated housing stock, and overall poor service to residents.
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One of the first things we did to get our "house" in order was

to conduct a strategic planning process based on a failure
avoidance methodology to assess and correct the weaknesses at hand.
Interestingly enough, the failure avoidance study told us that if
we didn't improve our relationship with the residents, it wouldn't
matter how well we did everything else.

With our mission redefined, we then designed a multi-faceted

business strategy, whose basic components were to be carried out
concurrently.

1.

Administratively, we put operational systems into place; we
installed an integrated management information system that
facilitates cost reductions and resource redirection; we
straightened out the bookkeeping in order to identify a cash
reserve where everyone thought a deficit existed; and we
established credibility by paying our bills on time.

In terms of maintenance, we provided training programs,
uniforms and tools to properly equip our staff; we
decentralized operations into eight regions and emphasized the
customer approach as the heart of our mission; and we formed
partnerships with our?union employees to internalize the
principles of Total Quality Management.

We addressed our security issues head on by increasing our
security staff from 14 to 268, providing specialized training,
and strengthening police leadership by hiring and promoting
experts in community policing and administration; we also
incorporated the components of defensible space into our
modernization efforts.

Although we continued and expanded our majoxr construction
efforts to reduce long-standing maintenance needs, we also
focused attention on curb appeal projects; like fencing,
landscaping, and renovating lobbies, which demonstrated
visible and measurable results to our residents and the
greater community.

Perhaps our most unique actions, however, were those centered
on resident empowerment, which provided them with increased
opportunities for self-management, community service and
economic self-sufficiency. We knew that our business was
housing. We also knew that the Greater Cleveland community
included many experts in the areas of health, life skills,
family intervention, job skills and business opportunities.
We began forming partnerships to address holistic issues, and
we began experiencing remarkable successes.
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Let me tell you about one of our success stories that happens
to demonstrate several aspects of our recovery strategy.
Renaisgance Village is a recently renovated part of our King
Kennedy estate which had not so affectionately been referred to as
"Dodge City". The redesign of these three story buildings
eliminated common stairwells and provided every unit with its own
front door. Combined with fencing and landscaping improvements,
Renaigsgsance Village's defensible space design has all but
eliminated crime, and recently received front page coverage by the
Chicago Tribune as an example of public housing that works.

But the other half of the story involves the residents of
Renaissance Village, who met and bonded over their goals of
maintaining a safe, decent home for their families. Out of their
shared vision and a growing pride in their new homes, these
residents wrote a covenant that calls for a sober, supportive
lifestyle and the commitment to cooperative community living. This
covenant is a key example of how residents lives and attitudes have

been changed by participating in a process that is designed to
empower them.

And that's only the Heginning of this story. Renaissance
Village and CMHA's commitment to the Power of Partnerships resulted
in winning the first HUD Urban Revitalization Demonstration Grant
(HOPE V1) for $50 million in the country. It is being used to
address physical, social, and economic ills in the Central area of
Cleveland, and the involvement of the residents is at its very
heart.

This is but one example of CMHA's successful innovations.
Another that I have to mention is our nationally recognized Miracle
Village, a drug treatment program for mothers and their children
located in the middle of one of our largest inner city estates.
Our partnership with MetroHealth has enabled many families to
turnaround their lives in such a dramatic way that it is beyond
description.

I could go on, but our time is limited, so I hope that I've
conveyed some part of our vision for the transformation of public
housing to you. Our holistic approach has been the key to our
success and is based on the simple investment strategy that "you
can pay me now, or you can pay me later." I have offered you some
real examples in the value of making long term investments in not
only the physical inventory of public housing, but also in the
lives of the residents who live in public housing.

When it concerns physical structures, the less money spent on
preventive maintenance as the building ages, the more it will cost
to renovate it later. And there is no difference on the human
side, the less spent on training and education, the more it will
cost society later in terms of crime and maintaining prisons or
welfare systems.
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In closing, if you care at all about preventing dependence and
assuring an opportunity for disadvantaged individuals to become tax
paying, law abiding citizens, I ask that you and your fellow
Congressmen not be short sighted in your reform efforts to make our
government more efficient. We need to work on making government
programs more effective. Dramatic budget cuts and the elimination
of departments or programs that are currently unpopular, or
shifting responsibilities to unprepared state governments, will not
increase the number of taxpayers.

Indeed, the long term cost of prisons, orphanages, and mental
institutions will far surpass the cost of existing programs. Many
of these programs, like any private home or business, are long term
investments that need to be kept up over time, so that they can
make a measurable difference in the lives of lower income families.
As in the 19409, 1950s, and 19608, poor families can get their feet
on the ground by living in public housing, where the average stay
is six years, and then move on to economic self-sufficiency and
homeownership. 1Isn't that still the American dream?

Thank you for allowing pme the opportunity of testifying before
you today.
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Mr, ScHIFF. Thank you, Ms. Freeman.

Before recognizing the next witness, I would like to just take a
moment and say, to both the panelists and the audience, if you
have never seen a congressional hearing before, the interchange of
members might be a little bit disconcerting, because at various
times members might need to be in the other room. And that is be-
cause we have a myriad of things going on at any one time and
we may have to be calling back to Washington and dealing with
other issues, this being a business day there also.

What I want to emphasize to everyone, however, is that the gen-
tleman with the mask at the front of the stage here is not there
to rob us, that is not why he is wearing the mask, he is recordin,
every word that is being said and spoken here. And that, combine
with all of the written statements, is put together into the perma-
nent record of this hearing, and it is then made available at a cer-
tain point to every Member of Congress. So I want to assure you
that everything that is written and everything that is spoken ulti-
mately gets to the entire Congress and everyone should feel con-
fident that everything that they wish to present will reach the
right place.

With that, I would like to recognize the Honorable Daniel
\(J)VIh{itmire, who is the Township Trustee of Austinburg Township,

Mr. WHITMIRE. Chairman Clinger, committee, Mayor Cassidy
and Congressman LaTourette, I would like to especially thank you
for having me here today to represent grassroots government.

First og all, I believe that the Federal Government should be a
partner to grassroots government and not an obstacle. Good com-
mon 1sense egislation will ensure that the government serves the
people.

Austinburg Township is a small rural township of 25 square
miles with a population of approximately 2,300 people. We in town-
ship government have three trustees, one clerk as elected officials,
29 miles of road, two parks, one town hall, two zoning boards, an
all-volunteer fire department of 29 people and we run that on
$367,000 a year.

In 1990, the Coffee Creek Industrial Park, which consists of 10
5-acre parcels, sat mostly idle and undeveloped due to extremely
poor communications and cooperation at the local level. The zoning
was updated to meet and satisfy requirements in all areas, but
after Coffee Creek Industrial Park lost a potential sale due to inad-
equate infrastructure, the trustees determined that a plan for in-
frastructure development should be the next step.

At this point, the Austinburg Township elected officials began to
communicate with local and State officials to look for grants,
matching funds and loans. Thanks to community development
block grant funds money, Coffee Creek Industrial Park now has a
wastewater treatment plant, a new water tower and seven indus-
trial operations that have saved or created approximately 300 jobs.
CDBG funds have also assisted the development of a new drive in
the commercial district at the I-90 interchange that will accommo-
date six new businesses. CDBG money also made it possible for us
to install a wheelchair lift in the Austinburg Town Hall in order
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to comply with the Americans with Disabilities Act. The $23,000
price tag would have been beyond our means to fund otherwise.

County Commissioner Duane Feher maintains that CDBG funds
are one of the few Federal %rant programs that encourage a true
inter-governmental partnership amongst Federal, State and local
governments.

We have been working for 3 years on a tenfold expansion of the
wastewater treatment plant that is a critical part of the progress.
Now is when the Federal Government agencies can be part of the
solution. The EPA and the Army Corps of Engineers should assist
local communities in the permitting process. Our experience with
these agencies is that they are quick to tell us what we cannot do,
but offer no assistance in working toward the solutions.

There has been a lot of attention given to unfunded mandates.
Often well-intentioned ideas that emerge from the Federal Govern-
ment are significantly lacking in common sense. For example, I am
the father of a daughter born with spina bifida, I am sensitive to
access issues. However, it makes no sense to me that the Federal
Government demands wheelchair ramp curb cuts on a six-lane
highway where no physically able person would consider crossing
the street. In another regulatory snarl, we in Ashtabula County re-
cently learned that Head Start and the Ashtabula Transportation
System will not be able to pursue the common sense course of com-
bining transit programs in order to offset the effects of Federal cuts
to both programs. Head Start has been mandated at the Federal
level to start its own transportation system despite willingness at
the local level to consolidate transportation resources.

As a working person, I certainly believe that all American work-
ers deserve a safe working environment. However, OSHA regula-
tions now permit one disgruntled or lazy employee to shut down an
entire work area with a simple question about material safety data
sheets. And furthermore, no grassroots official such as myself could
possibly wade through the legalese contained in the pounds of pa-
perwork comprising the OSHA regulations. In both my private and
public sector work, I support common sense OSHA reform as con-
tained in Congressman Ballenger’s H.R. 1834.

As an employee of the Cleveland Electric Illuminating Co., I see
firsthand the damage done when government competes with the
private sector. For example, the Federal Government'’s failure to fi-
nalize the Rural Electrification Act of 1935 has resulted in contin-
ued subsidization of municipal and cooperative electric utilities,
utilities that hold their annual conventions in such rural places as
Las Vegas and Orlando, FL. This unlevel playing field results in
bidding wars that reduce tax revenues to our schools and to our

overnments. I know from experience that my constituents would
ge better served if all utilities lived by the same laws. And I was
very disappointed on Wednesday that the amendment, the Klug
amendment, was not passed by Congress.

As an elected official from a rural county, I am also concerned
with the benefit from the much-heralded Information Super-
highway. The FCC and the State PUCs must work hand-in-hand
to ensure that regulation does not stifle development.

One other point I would show in closing is the major concern of
grassroots elected officials is to find ways to reinvest revenues in
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local communities, CDBG funds and many other Federal programs
that truly benefit local communities are facing cuts, yet the Federal
Government supports white collar crime as exemplified in the $550
billion in the S&L bailout.

As a local elected official at the grassroots level, I value commu-
nication, coordination and cooperation. Please meet with us in a
genuine effort to communicate both ways, coordinate programs for
maximum efﬁcienci and cooperate with those who are working
daily at the level that most intimately affects people’s lives. If we
do this together, we put an end to the Federal Government’s day
dreams that become local government’s nightmares.

Thank you. [Applause.]

[The prepared statement of Mr. Whitmire follows:]
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DANIEL E. WHITMIRE U.S. HOUSE OF REPRESENTATIVES
1455 Hidden Hemlock Committee on Government Reform and Oversight
Austinburg, OH 44010 Testimony of July 14, 1995

As a local elected official, I believe that the federal government
should be a partner to grassroots government in its efforts in economic
development, infrastructure expansion, public safety and planning, not an
adversarial obstacle. It is my hope that the experiences I and the other
witnesses bring to this committee will serve as models in a genuine effort to
move the federal government towards good commonsense legislation. We must ‘
never forget that government does not exist for the elected officials, the
appointed officials, and the bureaucrats; it belongs to the people.

Austinburg Township is a small rural township, 25 square miles, with a
population of approximately 2,300 (1990 cemsus, 1,902). 1In 1990, Austinburg
was sitting in a hub of Ashtabula County with major intersections at
Interstate 90 and State Route 45, and State Route 45 and State Route 307. It
has the only United Parcel Service building between Cleveland and Erie, Pa.
Just south of the UPS location is Coffee Creek Industrial Park, which consists
of ten five-acre parcels. Most of this sat idle and undeveloped due to
extremely poor communication and cooperation at the local level. A zoning and
Tocal plan update was needed to develop the area.

First, the zoning was updated to meet and satisfy requirements in all
areas, which included the creation of an Industrial/Office Park District ahd
the creation of an Accommodation Commercial District for higway interchange
business. After Coffee Creek Industrial Park lost a potential sale due to
inadequate infrastructure, the Trustees detevwined that 2 plan for

infrastructure development should be the next step.
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At this point the Austinburg Township elected officials began to
communicate with the County Commissioners, Economic Development Office, and
state officials to look for funding in the form of grants, matching funds and
loans. Coffee Creek Industrial Park, built with federal grant money, sat idle
for five years but now has a new water tower, a wastewdter treatment plant,
and saven industrial operations that have saved or created approximately 300
Jobs. With the help of Community Development Block Grant (CDBE) funds, we
have been able to assist the development of a new drive in the commercial
ldistrict at the 1-90 interchange that will accommodate a new motel, fast food
restaurants, office buildings, and four additional businesses. CDBG money
also made it possible for us to install a wheelchair 1ift in the Austinburg
Town Hall 4n order to comply with the Americans with Disabilities Act (ADA);
the $23,000 price tag would have been beyond our means to fund otherwise.

The Ohio Department of Development’s Office of Housing and Community
Partnerships administers the HUD/CDBG funds. In 1995 approximately $87.1
s111ion will be available to local governments with $58.6 mi1lion allocated to
the CDBG program and $27.0 million allocated for the Housing/Home Program.

In Ashtabula County, CDBG funds have been creatively utilized to
stimulate community and economic davelopment through partnership between the
County Commissioners and other local officials. In fact during the past few
years the the use of these funds with other local economic development tools
since 1989 has stimulated over $500 million of private sector investment in
Ashtabula County, and has significantly contributed to reducing the county’s
unemployment rate to its lowest leve) since 1978. (See attached °CDBE Program
Allocations 1995")
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County Commissioner Duane Feher, Vice-Chairman of the Ohio County
Commissioners Association Planning and Economic Development Steering
Committee, maintains that CDBE funds are one of the few federal grant programs
that encourages a true intergovernmental partnership amongst federal, state,
and local governments to address a number of cosmunity and economic
development issues including both housing and employment opportunities.

We have been able to enhance public safety by validating the necessity
for high mast lighting at the I-90 interchange. This was installed by the
State of Ohio in 1995 after a three year letter writing campaign. Without the
assistance of the Ashtabula County Commissioners, State Representative Ross
Boggs, State Senator Robert Boggs and the Lieutenmant Governor of Ohio, now
Senator Mike DeWine, this would not have been possible.

Aust inburg Township may be small, but its part-time local elected
officials and volunteer boards burn the midnight oi1 to procure revenues,
educate constituents, and listen to their immediate concerns. We strive to do
it right the first time.

With an annual budget of $367,000 we have to run a tight, smooth,
efficient operation. We have only two full-time road workers. They are
assisted by the elected officials, who have acquired Commercial Driver’s
Licenses, in plowing snow, cleaning ditches, chipping and sealing roads, and
paving roads. Our Zoning Department is staffed by a part-time Zoning
Inspector at a salary of $175 per month, and a part time assistant paid on an
hourly basis. The five members of the Zoning Commission and the five nesbers
of the Zoning Board of Appeals serve entirely without compensation. The five
member Park Board is also volunteer. And the 29 person Austinburg Fire
Department is also completely volunteer labor.
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Presently we are working on the expansion of the wastewater treatment
plant that will take it from a 30,000 gallon capacity to a 300,000 gallen
capacity. This is critical for progress, and we have worked for three and a
half years on this expansion. Now is when the federal government agencies can
be part of the solution. The Environmental Protection Agency (EPA) and the
Army Corps of Engineers should be there to assist Tocal communities in the
permitting process, not set up serfous road blocks. Our experience with these
agencies is that they are quick to tell us what we cannot do, but offer no-
assistance in working towards solutions.

There has been a lot of attention given nationwide to "unfunded
mandates.” These are the often well-intentioned ideas that emerge from the
federal government significantly lacking in common sense. For example, as the
father of a daughter born with spina bifida, 1 am sensitive to access 1ssues.
However, jt makes no sense to me when the federal government demands
wheelchair ramp curb cuts on six lans highways where no physically able person
would considar crossing the street. In another regulatory smarl, we in
Ashtabula County recently learned that Head Start and the Ashtabula County
Transportation Systes will not be able to pursus the commonsense course of
combining transit programs in order to offset the effects of federal cuts to
both programs. Head Start has been mandated at the federal Jevel to start its
own transportation system, despite willingness at the local Jevel to
consplidate transportation resources. (See attached "Transit cuts may take
to11 within county").

Another example involves the Occupational Health and Safety
Administration regulations. As a working person, I certainly believe that all
American workers deserve a safe working environment. However, one disgruntled
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or lazy q'loyge should not be able to shut down an entire work area with a
sigple question about the Material Safety Data Sheet. And furthermore, no
grassroots offictal could possibly wade through the legalese contained in the
pounds of paper comprising the OSHA regulations. In both my private and
public sector work, I support commonsense OSHA reform as contained in
Congressman Ballenger’s HR 1834. (See attached "0SHA Reform Legislation®)

As an elected official I must be concerned with infrastructure
development. As an employes of the Cleveland Electric I1luminating Coma;u 1
see first hand the damage done when government competes with the private
sector. For example, the federal government’s failure to finalize the Rural
Electrification Act of 1935 has resulted in continued subsidation in municipal
and cooperative electric utilities, utilities that hold their annual
conventions in such rural locatfons as Las Vegas and Orlando. When the
federal government competes with the private sector in this way, it reduces
tax revenues to the local schools and local governments. This unlevel playing
field results in bidding wars that ultimately divide and harm the community,
and is not confined only to the electric utilities. [ know from experience
that my constituents would be better served if all utilfties lived by the same
laws.

As an elected official from a rural county, ] am also concerned that we
behefﬂ. from the much-heralded Information Superhtghway. The Federal
Communications Commission (FCC) and the state Public Utilities Commissions
(PUC) must work hand in hand to ensure that regulation does not stifle
development. Currently, although we have state of the art technology. archaic
regulation means that it is long distance for me to call some of my

constituents in my own community.
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One of the major concerns of grassroots elected officials is to find
ways to reinvest revenues in the local commnities. CDBE funds and many other
federal programs that truly benefit our local communities are facing cuts, yet
the federal government supports white collar crime as exemplified by the $550
bilTfon dollar S & L Bailout and creation of the Resolution Trust Corporation
(RYC). This 1s another federal program with no fimality and no penalties for
those responsible. At the local level, when a court clerk diverts fines to
her own account, she is convicted, punished, and sust return the money. If
the federal government would enforce penalties against these criminals, there
would be more money available to do the work of building a strong America.

This state’s Ohio Public Works program is a good example of state
dollars returning to local jurisdictions to leverage local moniss, resulting
in infrastructure investment that enhances economic development and public
safety. This program, unique in the country, could be a model for future
federal programs that would result in positive statements about tha federa!l
government and its officials.

As a local elected official at the grassroots level, I value
communication, coordination, and cooperation. Please, meet us with a genuine
effort to communicate both ways, coordinate programs for maximum efficiency,
and cooperate with those who are working daily at the level that most
intimately affects peoples’ lives. If we do this together, we might put an
end to federal government daydreams that become local government nightsares.
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Exocutive Summary
Page Nine
VI. Administratioo Plan
Part I: Fiscal Year 1935 Program Allocatiam
A. CDBG PROGRAM ALLOCATIONG
The following program allocations for FY'SS are based on a $58,607,000 funding
level assumption from HUD (a 2¥ increass over the FY’S¢ fupnding):

State Program Administraticm (2% allowed and

matched, plus $100,000 not matched) $ 1,272,140
State Tecitmical Assistance (1% -ilmd) 286,070
Community Housing Improvement Progqram (CHIP) 11,798,790
Emergency Shelter Grant Frogram 500, 000
Formula Allocatiaon Prograa 23,000,000
VWater and Sanitary Sewar Compatitive Program 8,700,000
B¢ ic Davelop Program 9,150,000
CDBG Discretionary Fund 700,000
Microenterprise Business Development Progras 300,000
Imminent Threat Set-Aside Fund 300,000
Downtown Revitalization Competitive Program 2,300,000

New Horiazons/Fair Housing Assistsnce Program 0000 —c-eoooo.

Training and Technical Assistance Program 6__300,000*
Total: $58,607,000
*Thig is a sat-aside of the state’s 1% all for hnical sssistance, which totals
$586,070,

Prog. Admini, ion (104 allowed) $2,412,200
{approximately 60% distributed to state
recipieants and othexr local grantees)
Community Housing Improvement Program (CHIP) 10,450,000
Non-Profit Housing Development Program 190,350,000

Comsunity Housing Developmant Organization (CHDO)
Cospetitive Operating Grant Program $ 509,800

Total $24,122,000
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State Program Administration (3¢ allowed)

Emergency Shelter Grant Formula Program

Bmergency Shelter Competitive Prog

Discretionary Pund/Homwless Prevention

Suppartive Housing for the Homeless (SHH)

State Program Adainistration (10% allowed) (approximately
70% Aigtributad to local grantees)

Housing Opportunities for Persons with AIDS (HOPWMA)
Training and Technical Assistance Grant Program

Total

= Smortive Housing for the Homslsss Proacam Allgoation

The total allocation for this program will be detarmined in the State Fiscal Yeaxr

1996 budget.

.§ 154,080
1,799,000
550,000
150,950
$_427.000

$3,082,000 -

. § 140,000

1,185,000
$_75.000

$1,400,000
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Mr. CLINGER. Thank you, Trustee Whitmire. And I want to say
aﬁain, as I did to the previous panelists that if you did not express
all of the words in your written statement, your written statement
will be, in its total form, a permanent part of this record.

I would like to now recognize the Honorable Robert A. Gardner,
who is a county commissioner from Lake County, OH. Commis-
sioner Gardner.

Mr. GARDNER. Thank you, chairman and thank you, Congress-
man LaTourette, for the opportunity to speak today.

If you take one iota of something that we have done in Lake
County to make Federal Government work better, we are certainly
in favor of it.

Lake County has a population in excess of 215,000 and is gov-
erned by a three member Board of Commissioners. The county is
responsible for the justice administration, road and bridge mainte-
nance, health care, sanitation, public works, social services, water
distribution, wastewater treatment and solid waste disposal. The
county commissioners are responsible for the management of fi-
nances, facilities and personnel. Approximately 1,620 full time and
458 part time employees work for Lake County.

Commencing in 1989, the Lake County Board of Commissioners
implemented cost savings and efficiency enhancement measures
that have downsized government and improved services. The meas-
ures include: competitive bid process, consultants for specialized
projects, computerization and improved technology, central pur-
chasing, revenue raising projects, county/private business partner-
ships, county/local government partnerships and privatization of
public services.

I will try to talk to most of those.

The competitive bid process for the purchase of equipment, sup-
plies and services has saved Lake County millions of dollars. Using
competitive bids to purchase liability and auto insurance alone
saved the county $3.3 million between 1989 and 1994. The average
annual cost for that insurance prior to 1989 was $1.3 million. By
taking bids and negotiating with carriers, the average annual cost
from 1989 through 1994 was $721,000.

Hiring of individual consultants with special expertise in lieu of
large firms or additional employees to assist in specialized projects
has saved Lake County thousands of dollars. For example, the
county hired a retired consultant with years of hands-on construc-
tion experience to oversee and manage public improvement
projects. His experience resulted in suggestions on how the work
could be done more efficiently. Change orders were not routinely
approved. Instead they were scrutinized as to necessity and alter-
natives.

Large firms have little incentives to keep the cost of change or-
ders (Fown because the percentage of their basic total cost is based
on the total construction cost. However, a consultant who works di-
rectly for the county on an hourly basis has an incentive to closely
examine the change orders.

Computerization and improved technology have resulted in
smaller but more efficient government. In 1985, the Lake County
Data Center had a single computer installation and 20 employees.
Today the Data Center has four computer installations, a local area
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network, a digital equipment mini-computer system, but only 10
employees. Operation expenses decreased from $657,000 a year to
$286,000 in 1994.

Much of the computer hardware is leased as a result of rapid
changes in technology that makes systems obsolete within a short
period of time. Lease upgrades allow the county to stay current
with computer technology.

The county telecommunications network not only provides state-
of-the-art communication in the event of an accident at the Perry
Nuclear Power Plant, but it also reduces the annual cost for tele-
phone service by an estimated $200,000 a year by using digital
microwave systems to eliminate long distance telephone boundaries
within the county, so that all parts of the county can call one an-
other from the county offices without paying long distance rates.

A mobile data terminal system allows police officers to check li-
cense plate registrations, receive criminal information printouts
and receive photographs in police cars without the assistance of a
dispatcher. A video arraignment system utilizing a local cable com-
pany saves $135,000 in equipment costs and $450 a month on tele-
ghone line charges by reducing the need to transport prisoners

ack and forth to the jail.

Central purchasing. By centralizing and bulk purchasing sup-
plies, Lake County has experienced a 38 percent cost savings. Du-
plication of buyers in every department has been eliminated; dupli-
cation of accounting staff and filing has been eliminated; duplica-
tion of preparing requisitions has ieen eliminated; duplication of
preparing purchase orders has been eliminated; duplication of pre-
paring multiple checks has been eliminated; and the duplication of
delivery receipts, exchanges and returns has been eliminated, thus
saving the taxpayers a tremendous amount of money.

Revenue raising projects—Lake County has been innovative and
creative in finding ways to raise revenues to offset the cost of gov-
ernment operations. The Lake County jail houses Federal and out-
of-county prisoners for a fee that has generated $10.5 million into
the general fund in 1991. In 1994, the public telephone system in
the ‘jajl enerated moneys for the phone company, but limited prof-
its for the county. A new system initiated this year will generate
over $2 million for the county over the next 4 years.

County/private partnerships—we have entered into with GTE
Mobilenet and we have shared resources for the past 3 years,
thereby eliminating the need for additional radio towers and elimi-
nating the need to purchase land for new towers. By sharing the
(slaﬁle towers, the county has saved approximately half a million

ollars.

Individuals and private businesses contributed approximately
$25,000 toward building a police substation in Painesville Town-
ship. Substantial labor was provided for the project by students
from Auburn Career Center. Volunteers from the same school re-
furbished the Sheriff's Department SWAT van at no cost. So we are
always looking for ways to cut costs.

The Sheriff's Department anci other municipal police agencies in
the county benefit from cooperative partnership with the Lake Hos-
pital system.



136

Very briefly, I would like to thank the committee—the rest of
this is in the transcript. For the past 6 years, the Lake County
Board of Commissioners has sought ways to reduce the government
costs, cut the size of government and improve the efficient provi-
sion of government service. Working with the private sector, shar-
in% resources, avoiding duplication of services and improving tech-
nology has enabled Lake County to achieve these goals. Creative
and innovative measures are continuously being sought for the rap-
idly changing needs of the public.

Thank you once again. [Applause.]

[The prepared statement of Mr. Gardner follows:]
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TESTIMONY OF LAKE COUNTY COMMISSIONER ROBERT A. GARDNER
BEFORE THE HOUSE COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT

ON JULY 14, 1995, IN CLEVELAND, OHIO

Lake County, Ohio, has a population in excess of 215,000 and is governed by a
three-smember Board of Commissioners. mmkwuww
justice administration, road and bridges maintenance, health care, sanitation, public weltare,
social services, water distribution, waste water treatment and solid waste disposal. County
Commissioners are responsible for the management of finances, facilities and personnel.
Appraximately 1,620 fulltime and 458 part-tme employees wark for Lake County.

Commencing in 1989, the Lake County Board of Commissioners implemented cost
savings and efficiency enhancement measures thet have downsized govemmert and improved

services. The measures include:

1.
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Competitive bid process;
Consultants for specialized projects;
Computerization and improved technology;
Central purchasing;

Revenue raising projects;
County-private business partnerships;
County-ocal govemnment partnerships; and,
Privatization of public services.

COMPETITIVE BID PROCESS

The competitive bid process for the purchase of equipment, suppiies and services
has saved Lake County millions of doliars. Using competitive bids to purchase iiability,
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property and auto insurance alone saved the County 3.3 million dollars between 1989 and
1994. The average annual cost for that insurance prior to 1989 was 1.3 million dollars.
By taking bids and negotiating with carriers, the average annual cost from 1989 through
1994 was $721,000.

CONSULTANTS FOR SPECIALIZED PROJECTS

Hiring individual consultants with special expertise in fiew of large firms or additional
employees to assist in specialized projects has saved Lake County thousands of dollars.
For example, the Courtty hired a retired consultant with years of hands-on construction
experience to oversee and manage public improvement projects. His experience resuited
in suggestions as to how work could be done differently to avold costly change orders.
Change orders were not routinely approved. Instead they were scrutinized as to necessity
and altematives.

Large firms have litte incentive to keep the cost of change orders down as fees
are based on a percentage of the total construction costs. However, a consuitart who
works directly for the County on an hourly basis has the incentive to closely examine the
change orders and protect the financial imerests of the County.

government. in 1985, the Lake County Data Center had a single comptter installation and
20 employees. Today the Data Center has 4 computer installations, a local area network,
a digital equipment mini-computer system but only 10 employees. Qperation expenses
decreased from $657,000 in 1988 to $286,000 in 1994.



139

in adkition to traditional data processing, the Data Center has become an information
and resource center. Data is at the disposal of all County departments. In 1990, of 37
County departments, 4 were fully automated, 25 were partially automated and 8 were not
automated at al. In 1995, only 1 department is not automated and all others are either
fully sutomated or 85% to 95% automated.

When penmitted, fees are charged for services and in 1994 revenues totalled $253,000.
Inhouse employees set up standards for equipment and sofware rather than paying cutside
consultants for that service. A uniform system of equipment and programs resui’s in less
cast in training and upgrades. Much of the computer hardware s leased as a resuit of
rapid changes in technology that make systems obsolete within a short period of time.
Lease uparades allow the County 10 Stay current with an up to date system.

Camputerization has improved eficency in providing service to the public. For example,
the Treasurer previously maintained real property tax duplicates in bound ledgers. They
were printed by the Data Center and maintained manually. Payment recards for over 90,000
parceis of property were handwritten. With compulerization, the dupiicates are now maintained
ordine. Payments are posted and avalabie the next day. As a result, poiitical subdivisions
promptly receive their share of the tax revenue.

Financisl accounts are now maintained on line. Purchase orders and checks are
processed daily. Account balances are avaliable at alltimes. Research capabiity eliminates
the need for multiple hard copy books and update services. )

The Sherif’'s Department has a computerized jall managernent systern which provides
video imaging, video documentation, bar code reading, and video photography for over
50 work stations at a savings of hundreds of thoussnds of dollars. Technology permiits
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the computer aided dispatch services to operate software at 24 times the speed of the
old systemn and saves the County over $4,000 a month in operation and maintenance costs.

The County Telecomrmunications network not only provides state of the art
communications in the event of an accident at the Perry Power Plant, it aiso reduces the
annual cost for telephone services by an estimated $200,000 by using digital microwave
network allows County offices to make toii-free calls anywhere in Liake, Cuyahoga and parts
of Geauga counties.

A mobile data terminal system allows poiice officers to check icense plate registrations,
receive criminal information, print reports and receive photographs in 8 police car without
the assistance of a dispatcher. A video arraignment system utiiizing a local cable comparny
saves $135,000 in equipment costs and $450 a month on telsphone line charges by reducing
the need to fransport prisoners to their araignment.  The County has a state of the art
radic system, aipha-numeric paging system and an emergency operations center that
combines all avaiiable technology and provides beneficial response services to local

CENTRAL PLRCHASING
wwwumw,mmmmam
cost savings. Dupiication of buyers in every department has been eliminated; duplication
of accounting staff and flling has been eliminated; duplication in preparing requisitions has
been eliminated; duplication in preparing purchase orders has been eliminated; duplication
in preparing multiple checks has been eiiminated; and, duplication of delivery receipts,
exchanges and returns, has been eliminated.

4
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Standardized maintenance contracts lead to fower prices and eliminate over 100
and equipment purchases reduce the cost of consultant fees. Copy machines, fax machines,
compuiters, fumiture and equipment are not traded in but are recycled to other departments
with low ussge to extend the equipment ife.

BEVENUE RAISING PROQJECTS
Lake County has been innovative and creative in finding ways to raise revenus to
offset the cost of government operations. The Lake County Jall houses federal and out
of county prisoners for a fee that has generated 10.5 miion doliars for the General Fund
since 1991. In 1994, the public telephone system inthe jail generated monies for the phone
company but imited profits for the County. A new system initiated this year will generate
over 2 million dollars for the County over the next 4 years. i

COUNTY-FPRIVATE BUSINESS PARTNERSHIP

Lake County and GTE Mobilnet have shared resources the past 3 years thereby
eliminating the need for additional radio towers and eliminating the need to purchase land
for new towers. By sharing the same towers, the Countty has saved approsdmately $500,000.
a police substation in Painesvile Township. Substantial labor was provided for the project
by students and staff from Aubum Career Center. Volunteers from this same school
refurbished the Sheriffs Department SWAT van at no cost other than for materials.

‘The Sheriff's Department and other municipal police agencies in the County benefit
from a cooperative partnership with the Lake Hospital System. The hospital offers a 50%
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cost recluction for prisoner care for police agencies. The Sheriff's Department was permitted
to privatize the health care of a critically wounded felon in 1994 which saved taxpayers
tens of thousands of doliars.

COUNTY-LOCAL GOVERNMENT PARTNERSHIP

By working with the Lake County ADAMHS Baard (Alcohal, Drug Adkdiction and Mental
Services), the Sherit's Department has an in-house drug and alcohol program in the jail
which is the only such program in the State. This program has produced a higher recovery
rate both state-wide and nationally than any other program.

The Sherilf's Departrent consolidated services through cooperative programs with
other local govenments, The Sheriff's Departmant has been the central dispatch agency
for 15 police and fire agencies since 1987. This has reduced the duplication of services
and costs and has streamiined operations.

The County, Laketran and local police and fire agencies share an 800 MHZ radio
System that brings mobile data terminals to those agendies. Critical information for police
and fire personnel assists them in apprehending criminals and enforcing the law.

PRIVATIZATION OF PUBLIC SERVICES
The Sheriff's Department has privatized its prisoner transport program. The contract
saves the cost of at least one police officer. It has also saved approxmately $40,000 a
year in travel expenses for extraditions from across the country,
The Lake County Utillies Department aperatad a municipel Solid Waste Faciity which
accepted approximately 220,000 tons of solid waste in 1994. The County evaluated the
cost effectiveness of retaning a private contractor to manage and operate the Solid Waste
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Facility. The evaluation determined that a significant cost savings could be realized from

By using a private contracior, the County wil realize an annual operations cost reduction
of $293,575. In addition, increased efficiency will save airspace at an additional annual
savings of $638,181. Thus, the total annual savings for privatization of the County Solid
Waste Facility will be $931,766. This systern has just been impiemented by Lake County.

CONCLUSION
For the past six years, the Lake County Board of Commissioners has sought ways
to reduce the cost of government, cut the size of government and improve the efficient
provision of govemment services. Working with the private sector, sharing resources, avoiding
duplicate services and improving technology has allowed Lake County to achieve these
goals. Creative and innovative measures are cortinuously being studied to meet the rapidly
changing needs of the public.
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Mr. CLINGER. Thank you, Commissioner Gardner. I want to say,
as 1 did previously, your entire written statement in its total form
will be made a permanent part of this record.

Mr. GARDNER. Thank you.

Mr. CLINGER. Any questions of our panelists? The gentleman
from California.

Mr. HorN. Thank you, Mr. Chairman.

Only one of you really mentioned the programs that had not been
facilitative and that was Mr. Whitmire. And that is very helpful to
us. What I would like to ask you is if you had just one choice of
the Federal programs with which you deal, which one would you
either reform or get rid of? I would like to start right down the line
with Mr. Conrad. Just name it—which one should not be around.

Mr. CONRAD. Fortunately I do not deal with Federal programs.

Mr. HorN. OK, we will skip you. Dr. Rasey.

Dr. RasEY. I find this very hard.

Mr. HORN. Well, so do we.

Dr. RasEY. I would look perhaps on the back side. I think we do
need to look at the cost-effective terms, non-substitutive terms. 1
will give an example, and this is my personal statement, not my
representing the Growth Association. The second home deduction.

Mr. HorN. OK, you are saying we should not give that in taxes.

Dr. RasgY. That is correct.

Mr. HorN. I think a lot of us agree with you and I think we will
take care of that.

Ms. Freeman.

Ms. FREEMAN. If we had our druthers, we would never have to
put working poor people, raise their rents to such a level that they
have to move out of public housing before they are ready. The
Brooke amendment passed in the 1970’s requires that public hous-
ing résidents pay 30 percent of their income for housing. That is
whether or not they are in a one-bedroom apartment, an efficiency
or a five-bedroom apartment. When we hire a resident and get
them a good paying job or if we get them a job or training else-
where, their rents shoot up automatically to 30 percent of their in-
come. So they oftentimes are at the end of the month with less dis-
cretionary income than the person who is sitting around on wel-
fare.

The other negative impact of that is that they could go—they
have to pay more, $600 or $700 a month for their two-bedroom
apartment where the neighborhood rent is maybe $350. So we lose
working role models in public housing and if I could pick any one
regulation or law that has negatively impacted public housing, it
would be that.

Mr. HogN. I think both your local Congressman and all of us
would appreciate any elaboration you want to give on that. We
have got a chance to do something about some of these things, be-
cause appropriations bills are coming before us that relate to those
matters. And that is where we need your guidance. It is amazing.
As you know, if we can get help from grassroots operators of this
who see the errors, it will help.

Now Mr. Whitmire, you were the one who had the guts to say
a few people are not as cooperative as they should be. [Laughter.]
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You mentioned the Army Corps of Engineers who is usually coop-
erative, but I know some situations where thei' have not. You men-
tioned EPA. That is high on many people’s list and then OS
that is high on many people’s list. Anybodz else you want to add?

Mr. WHITMIRE. I would say that probably the most important
thing in cost reduction today would be OS but very near and
dear to my heart is the white collar crime where someone with the
poison pen, such as the S&L bailouts, the contractors, the doctors,
the people that know how to get through the legalese and the pa-
perwork are able to take our tax dollars—I believe there was an
article just in the paper. We had a dentist here in Cleveland that
was able to get a few million dollars through Medicare/Medicaid
forms and things like that. I do not know, I may be better off facing
someone with a gun and be able to talk them out of it—I cannot
stop them with that poison pen. So I think the white collar crime
would be first and OSHA would be second.

Mr. HorN. Well, you will be glad to know I met with several In-
spectors General yesterday, including HHS, and they recouped mil-
lions last year just going after the white collar crime of doctors,
lq:lvyers conspiring to rob Medicare, this kind of thing, and Medic-
aid.

Mr. Gardner.

Mr. GARDNER. One thing I think there needs to be some reform
with the ADA—very, very costly to the taxpayers. Some of it needs
to come back with a common sense approach. OSHA, once again,
some common sense approach dealing with some of the complaints,
unnecessary and frivolous complaints that we receive from some
people in regards to OSHA; prevailing wage, which I know is not
necessarily a Federal issue, but certainly has cost us and the tax-
payers a great deal of money. One of the biggest bangs that we
ever had for the dollar was revenue sharing. I was a township
trustee prior to being a county commissioner. And that money, dol-
lar-for-dollar, with the little bit of administrative cost that was in-
volved, éot directly to the people, got directly to the local govern-
ments. CDBG is probably the next best thing. We do an awful lot
with that money, an awful lot of good things.

But there are some areas, once again, that could be cleaned up
and made to be more reasonable.

Mr. HorN. Yes, I agree with you and you will be glad to know
we favor block grants and trying to get back to what you correctly
described with revenue sharing.

Mr. CLINGER. The gentleman’s time has expired.

The gentlelady from Illinois.

Mrs. CoLLINS. Thank you, Mr. Chairman.

Let me say now to Ms. Freeman that I am impressed with all
that I have heard about the miracles that you have worked here
in the Housing Authority in Cuyahoga County. You know, we have
a major problem in Chicago with the Chicago Housing Authority,
and as the world now knows, it has been so bad that Secretary
t(;i’lisn.eros had sent people there to help to operate the Housing Au-

onty.

If you had an undertaking that is as awful, where you had dete-
rioratinF buildin%f, where you have high level crime, where you
have a lot of all the evils that you can think about in a given com-
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munity of very large size, what would be the first two things that
you would do to try to correct it?

Ms. FREEMAN. We encounter all of those issues in Cleveland.
Chicago is just a bigger picture of those exact same problems. The
first thing we addressed was safety. Now as in Cleveland, Chicago,
50 percent of its inventory—little known to the public—is senior
citizen housing. If you can help the seniors to feel safe and be safe
in their homes, then 50 percent of your inventory is calmed down,
crime out. We had homeless people sleeping in the stairway of sen-
ior citizen buildings, we had the mentally ill in the senior citizen
buildings going on a reign of terror. Just by putting a police officer
a responsible supervised police officer at the gate of that door and
aavir.lg that officer patrol that building quieted the senior citizen

ousing.

The second thing we did was we do not have high rises for chil-
dren, but if I were going to go into Chicago, I know they—we have
modeled our social service sweeps after the Chicago Housing Au-
thority drug sweeps. It meets the same results. You go in, you
clean the building out of the bad guys and you build attractive
fencing around those buildings and you increase your responsible,
professional, trained police force to work with the residents to es-
tablish security patrols. And then you begin to deal with the infra-
structure of those buildings—are they viable? I understand in Chi-
cago that they were designed with Florida standards. That is, the
elevators are on the outside, so they are going to freeze every win-
ter. That is—we encountered that, that is just criminal, it is crimi-
nal. So you are going to have to deal with those design problems
like we did. We had a concerted defensible space architectural team
to come in and look at how can we architecturally change those
buildings to ensure defensible space. And sometimes you tear them
down and you rebuild with single family townhouse, livable devel-
opments. But you have to make a commitment to rebuild or the
residents are desperately fearful of being homeless.

Mrs. CoLLINS. There has been a discussion in my city about com-
bining both low income housing, public housing, with low income
non-public housing, not just getting sites but actually building de-
velopments where you have public hous{lr‘xrgl as well as non-public
housing on the same plat, for example. at do you think about
those kinds of ideas?

Ms. FREEMAN. That can work, but it has to be very well designed
and it is called mixed income housing, and it is affordable housing,
not necessarily low income housini;

Mrs. CoLLINS, Right, affordable housing.

Ms. FREEMAN. It is well designed wel% built affordable housing.
The public housing units do not look any different—you could not
tell if they are public housing or otherwise. That is an important
ingredient. And you have to screen your homeowner applicants
wSi, you have to screen your residents well, and you have to train
them.

Mrs. CoLLINS. One final question because that light is goiné to
go off on me in a minute—there has been some discussion in Chi-
cago and perhaps in other areas around the country of having all
senior citizen buildings. Now there are some, but some other people
had been allowed to move into them, the disabled for example, and
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people who had other problems. And we found—we were told that
in some of the instances, some of the people who had moved in the
buildings were former drug abusers, et cetera and therein laid a
great deal of the cause of the feeling of unsafeness by some of the
senior citizens. Do you think that senior citizens buildings ought to
be utilized only by senior citizens?

Ms. FREEMAN. The mixed population issue is a serious one, the
de-institutionalization of the mentally ill has been dumped in the
laps of public housing managers and it is a crime to have senior
citizens, frail senior citizens have to meet schizophrenic young men
in the elevator.

We have started a pilot where we are build—we are assigning
buildings just for young mentally disabled, but there has to be a
mental health board commitment of services in that building to
keep these people on their medication. Yes, there should be a sepa-
ration.

Mrs. CoLLINS. Thank you.

Mr. CLINGER. The gentlelady’s time has expired.

Does any other member seek recognition to ask questions? The
gentleman from Ohio, Mr. LaTourette,

Mr. LATOURETTE. Thank you, Mr. Chairman, and I just have one
question of one witness, although I would commend all witnesses
for their forthright testimony and the wonderful things they are
doing in the areas under their jurisdiction.

But to Director Conrad, the question I would have of you, I am
fully aware of your reputation—I think the chairman called you a
bulldog—I consider you to be a troubleshooter and your trouble-
shooting capabilities in the Department of Administrative Services
have earned you the enviable task of taking on the Bureau of
Workers Compensation in the State of Ohio and I know you are
looking forward to that.

As I was reading your testimony though, you talk about the Op-
erations Improvements Task Force and if I understood the written
portion correctly, to this point in time, you and the Governor have
implemented 82 percent of the recommendations that came forth
from the Task Force. My question is how long did that take from
getting the orianization up and running to implementing 82 per-
cent, and is Ohio 82 percent more efficient, or is it not a one for
one tradeoff? And how much more do you think Ohio needs to do
to become truly efficient, if you are not there?

Mr. CONRAD. There are several points. The Operations Improve-
ment Task Force actually started 30 days into the new administra-
tion and the review was completed in about 8 months. So we have
really been working on it from mid-1992 until the present time.
The recommendations were really divided into three categories.
There were about a third that were very simple and could be im-
plemented almost immediately. Then there was a third that took
some difficulty and really where we are right now at the 82 percent
are those that in many cases require—in two cases, for example—
a constitutional amendment. I mean, there are good ideas that you
are simply blocked by law, or in our case, in some cases the Con-
stitution. So to be totally honest with you, we have a goal of about
85 percent implementation, and if that happens, it will be, as I un-
derstand it, the top implementation in the country on a Statewide
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level. Are we 82 percent more efficient? The answer to that is prob-
ably not. Are we a great deal more efficient and have we saved mil-
lions and millions of dollars of taxpayer moneys because of that?
Very much so. Combined now with the total quality management
movement that the Governor has instituted to the 60,000 employ-
ees to make the State government a high performance workplace,
and we are really moving on, I think, to the next logical step and
that is total employee participation.

Mr. LATOURETTE. The difficulty that has come up with some of
the other panels is that this process is a little like the story of the
three bears, some think we are going too quickly, some think we
are going too slowly and the biggest goal of all is to reach Chair-
man Clinger’s objective of going just right. Do you feel that the
timeframe which you and the Governor have implemented in Ohio
has been just right?

Mr, CoNRrAD. I am speaking for myself now and I think I am
speaking for the Governor. And the answer to that would be yes.
In the sense that there were at least 40 percent of the rec-
ommendations that could be implemented almost immediately, and
were. And as I said, then there were others that take more time
to get through the legislature, to get the legislative process
through. So while I cannot sit here and say we would not have
rather moved quicker in the process, I think the process itself is
a pretty good one.

Mr. LATOURETTE. Thank you, Director Conrad. I yield back my
time, Mr. Chairman.

Mr. CLINGER. I thank the gentleman. And I thank the panel for
being with us this morning and this afternoon, and for your pa-
tience in being with us as long as you have had to be here, but you
have given us some very valuable information for our deliberations.
Thank you all for being here. [Applause.]

At this time, we come to the open mic segment of our program
and this may be the only opportunity we will have to have the open
mic in view of the fact that time is moving along. We do have two
further panels to listen to.

In order to be relatively fair to all people, we did do this by a
lottery. I have never won a lottery and do not think I ever will, but
I hope that there are some winners here in terms of asking you to
draw a number and to have an opportunity to address the members
who are gathered here this afternoon. There are a couple of mics
I think out there. There is one directly in front and one here on
my left. And I am going to just ask those that have these numbers
to come forward. I will call you one at a time and ask you to come
forward and give your comment. We are going to try to limit you
to 3 minutes, if that is possible—well, it has to be possible because
we have to move it along.

No. 105.

[No response.]

Mr. CLINGER. No 105. No. 11.

Would you just state your name for the record, please?
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STATEMENT OF KEITH SIMMONS

Mr. SmMMONS. Good afternoon, Congressmen and Congress-
woman, my name is Keith Simmons. I live in Berea with my wife
and four children, three are foster children.

Here is what I think about the changes in American politics. I
am not very religious, but God bless the conservative 104th Con-
gress and God help the liberals, they will need it.

My faith in the American political system has been restored. No
longer do I feel as though politicians will say anything just to get
e}llected. You made some promises last year and you actually kept
them.

Now I would like to concentrate on education from a parent’s
point of view. I truly hope that Congress will indeed eliminate the
Department of Education and repeal Goals 2000. [Applause.]

Parents cannot compete with the Federal funds and the influence
they have over our local school officials. Because I am not a profes-
sional educator, politician or speech writer, I would like to offer
some quotes from some professionals.

Kevin O’Brien of the Plain Dealer writes “Goals 2000—the Fed-
eral nightmare that would put an unelected bureaucracy in charge
of determining what your children should know, what they should
be able to do and what they should be like as human beings. Un-
less we hire Federal education marshals to make some home visits,
this is unenforceable. But it is nonetheless an invitation for the
feds to tell parents how to raise their children.”

Since I only have 3 minutes, I will skip some.

If you believe that Mr. O’Brien was just blowing smoke, just lis-
ten to what our local schools are saying about the voluntary re-
quirements of Goals 2000. “A contingency will occasionally visit lo-
cations which receive venture capital grants to ensure that the
buildings are following their plans and meeting up to their
progress levels. Locations that are not may jeopardize future fund-
ing.

As you can see, parents are being asked to sell out their rights
to make decisions about their children’s schools in exchange for a
minute amount of Federal funding.

Kevin O’Brien also writes “Once the state skims its percentage
oﬁ}'l thle”top, the take comes to $22,000 in the second year for each
school.

He also writes, “For such a pittance, why should Ohioans even
consider selling their rights.”

I would like to present to the panel documentation that supports
the assertions that I have made today and I would like to say
thank you once again for at least bringing to the floor a vote on—
and I will not go through it because of time, but it is a whole list
of the accomplishments of the 104th Congress.

Remember too that capital punishment ensures that murderers
and rapists will not become repeat offenders. We are tired of the
“hug a thug” approach.

Presentlﬁ' my wife and I care for a beautiful foster child. Do you
wonder what caused her to be placed in our care? The children
were removed from their home because their father set her brother
on fire. Was the father jailed? No. He simply had to attend classes
on how to be a good daddy. As a side note, he normally does not
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live with his wife and kids. If he did, they would not receive as
much public assistance.

Dr. Martin Luther King once said, “War is a poor chisel to carve
out tomorrow.”

With these words in mind, let us ask those on the other side of
the aisle to join with the Republicans in reducing social programs
before America itself goes bankrupt. To keep things as they are is
to ask our children to pay for our destructive dependence on the
Federal Government.

In 1935, President Roosevelt said, “The lessons of history show
conclusively that continued dependence on government induces a
spiritual and moral disintegration fundamentally destructive to the
national fiber.”

And finally, I would like to agree with another Democrat, who
said “And so, my fellow Americans, ask not what your country can
do for you, ask what you can do for your country.”

Thank you for your time. [Applause.]

Mr. CLINGER. Thank you.

No. 100. Is 100 here?

[No response.]

Mr. CLINGER. If not, No. 14. All right, No. 14. And to be followed
by No. 96.

STATEMENT OF KATHLEEN NADALL

Ms. NADALL. My name is Kathleen Nadall, I am a housewife and
I live in Elyria, OH.

I would just like to present this to the Congress. The private cor-
poration known as the Federal Reserve System has created a sys-
tem where it is mathematically impossible to pay off the debt. The
Federal budget cannot be balanced because Congress has no control
over the Federal Reserve Bank. Interest being charged to the U.S.
Government by the Federal Reserve is the largest expenditure on
t;he1 Federal budget. Congress cannot manage what they do not con-
trol.

Thank you.

Mr. CLINGER. Thank you. [Applause.]

No. 96. To be followeg by 115.

STATEMENT OF DAVID VANDALL

Mr. VANDALL. I want to thank you for the opportunity of getting
to speak. I am kind of ill-prepared for this, I just learned of your
gathering here today at 3 a.m. today.

First of all, I would like to submit a videotape——

Mr. CLINGER. Your name, sir?

c Mr. VANDALL. My name is David Vandall and I am from Medina
ounty.

1 wo):ﬂd like to give you a tape for you all to view. This tape very
well documents tile atrocities that occurred at Waco, TX, and it
glﬁg frais.es questions as to the integrity of our Commander in

ief.

I am a veteran of the U.S. Army and I know of documentation
that I have seen where the military troops of this country have
been questioned as to whether they would actually fire upon an
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American citizen if they would not give up their arms. I am deeply
offended at that and I know many, many are. [Applause.]

I also would like to submit to your committee—this is a docu-
ment from Handgun Control, Inc., and as you can see it is a con-
fidential document and it states that their desire and their goal,
their whole outline is that they want to turn America into a society
such as Britain. I would like to ask those who wrote this—and
their names are on it—why did we descend from Britain? Why are
there comments in here of returning our society to that and dis-
arming us?

I am not a criminal, I have never committed an offense with a
firearm, nor would I ever. That firearm is for protection. There was
an individual in Lakewood who died 2 nights ago and maybe, just
maybe, if he had the opportunity to be armed such as the rich peo-
ple in this country with bodyguards, maybe he would not have
died. He was stabbed five times.

Maybe this militia member down in Frazeyburg, had he been
armed, not been murdered by a local law enforcement officer a
week and a half ago.

And I would also like this committee to examine and take back
to the general Congress and define income. Right here is docu-
mentation of at least 12 Supreme Court decisions that do not state
that my wages earned from my labor are income, nor are they tax-
able. This whole country wants to boom and all the branches of
government want to do what they can to make it boom. I say quit
t?king ]our money. We cannot buy nothing for our families. [Ap-
plause.

Nothing. You need to first define income. It says under the Su-
l)reme Court decision that it is profit derivative from a source. My
abor is not a source of gaining profit, my labor is a God-given in-
alienable right to support my family.

These are atrocities that are happening right now and my tax
money pays Kou, you represent me. And I will tell you, “We the
people” are the first three words of that Constitution, and we are
tired of our livelihood being taken out from under us, both legally
and illegally. We are tired of it. [Applause.]

Mr. CLINGER. The gentleman’s time has expired.

Mr. VANDALL. | trust that you will take action.

Mr. CLINGER. Thank you very much. You might be interested to
knoiv that Mr. Zeliff is going to be conducting hearings this coming
week.

Mr. ZELIFF. On Waco. And I guess just quickly, the purpose of
doing the hearings is to get at the trutfm, a very fair and open proc-
ess, we are going to spend 8 days. We have been working on this
for 5 months, we intend to get to the bottom of it, we intend to be
able to tell the American people exactly what happened at Waco.

Mr. CLINGER. Thank you. [Applause.]

No. 115. Your name, please?

STATEMENT OF JOSEPH FAKULT

Mr. FAKULT. Mr. Chairman, my name is Joseph Fakult, I live in
Willowick, OH. I wish to commend you, Chairman Clinger, and
your committee for your efforts in heeding American voters recent
mandates for a more responsive and efficient Federal Government.
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And in your words, “To refocus government where it is misdirected
and to get government out of activities in which it does not belong.”
Toward that desirable end, I wish to offer the following remarks
on the misdirection of Federal funds for services of Planned Parent-
hood of America. Several years ago my then 14-year-old daughter
Jennifer, a sophomore in Kigh school, received a scare letter from
Planned Parenthood asking her “to get scared,” as fanatics were re-
turning us to the dark days of back alley abortions. The enclosure
ridiculed religious figures and was rife with appeals to fear.

Mr. Chairman and honorable members of this committee, Jen-
nifer, my wife, Ten;y, and I were offended by the crass, insensitive
blatant disregard of our values for life and family. We are outrageci
that fungible taxpayer dollars helped to fund this crude solicitation
for money.

According to the American Spectator of February 1995, 33 per-
cent of Planned Parenthood of America’s revenues received in 1993
were received through government grants and contracts, mostl
through the maternal and child health and social service bloc
grant programs. Federal funds through Title X of the Public Health

ervice Act finance a variety of taxpayer funded sex education ini-
tiatives. Yet, Atlantic Monthly in its October 1994 issue, affirmed
the failure of sex education, and stated that, “There is little evi-
dence that it sex education works. Teen-age pregnancy is up and
so is the incidence of sexually transmitted disease.

In the fear letter mentioned above, choice was alluded to 12
times, but I ask you, Congressmen, guardians of our Nation’s tax
dollars, where was the option of choice for pro-family, pro-life tax-
payers when in 1991 $124 million of government money was paid
to Planned Parenthood? Where was the option of choice for tax-
payers in 1992 and 1993 and 1994 when increasingly larger sums
were paid to Planned Parenthood for services, and finally, where
was the option of choice exercised on behalf of tens of thousands
of annually aborted babies, abortions which are funded by the Fed-
eral tax dollars of a government “instituted among men to secure
the rights of equally endowed men to life, liberty and the pursuit
of happiness.”

Honorable ladies and gentlemen of this committee, this is a gris-
ly business to so spend public money. It is not a business that a
government sensitive to a worsening cultural climate and sensitive
to an obvious need to reconstitute the primacy of the American
family should be funding. Certainly the objects of your budget allo-
cations are legal, but just as certainly today we are called upon to
exercise a prudent discretion on national spending that has been
“misdirected to activities in which it does not belong.”

In closing——

Mr. CLINGER. Sir, I must ask you to try and wrap it up.

Mr. FAKULT [continuing). I would ask you, Congressional ladies
and gentlemen, that this Congress which is presently dedicated to
a new birth of traditional American values and a reconstitution of
the family as a core element of good society, we ask you to elimi-
nate funding for anti-family programs and eliminate funding for
programs like sex education that result in increased sexual license
and its attending welfare dependency.

Thank you, sir. (Applause.]
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Mr. CLINGER. Thank you.

David, a brief comment?

Mr. McINTOSH. Mr. Chairman, the gentleman at the beginning
of his statement mentioned a subject of taxpayer funded lobbying,
and I wanted to let you know we are looking at that and in fact
later this month in Congress, there will be a rider to an appropria-
tions bill that says you get a choice. You can either be a grant re-
cipient or a lobbyist, but you are not going to use taxpayer money
to lobby any more for more money or viewpoints of one interest or
another. It will apply across the board, conservatives, liberals, you
di) not %et the taxpayer moneys to lobby for your point of view. [Ap-
plause.

Mr. CLINGER. Thank you. No. 106, to be followed by 53. 106.

[No response.]

Mr. CLINGER. No. 53. This is Madame 106? Madame 53. To be
followed by 27.

STATEMENT OF DORIS EHNINGER

Ms. EHNINGER. I am a little nervous. My name is Doris
Ehninger, I live in Parma. I want to thank you for hearing me.

I would like to see that you do not do away with the educational
agent that we have, that you have been trying to get rid of. If you
do that at a time when we need more educational people to help
us get over this change. We need to have people have new jobs. We
have no apprenticeships for any of them. You are eliminating jobs.
We have unskilled labor. We need those agencies to help us
through. You have no plan in our system to help our educational
system move forward and to have new jobs.

If you also take voucher plans, which I am not politically for or
against, that will destroy our culture. We have groups of people
now that are forming different religious groups and we have pri-
vate education that wants mone¥l and we have also Catholic, I
should mention, religious groups that need money and you will de-
stroy our educational system and our culture.

Second, if you do subsidize the corporations, those corporations
were subsidized before and those jobs were dead-end. You also
have, for example, robots that are replacing jobs, you also have
cars that maybe the side panel is costing %8 000. They are not
going to hire people who d% not have the skifls, so we need the
skills that are there. You are eliminating too many organizations
and things that we need.

I do appreciate i\;ou hearing me. Thank you.

Mr. CLINGER. Thank you very much. [Applause.]

No. 27, to be followed by No. 9.

STATEMENT OF BERNARD KROMER

Mr. KROMER. My name is Bernard B. Kromer, I am vice presi-
dent of Manufacturing for Hybco Products, which is a small ma-
chine tool manufacturer here in Lake County.

As a taxpayer and citizen, I want to thank the committee for
their insight and courage to go out to the people of this country to
find out what the average citizen does and does not want ll-'l):om
their government.
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All around the world, governments have been selling off State-
owned assets and enterprises. Over the past decade, some $468 bil-
lion worth have been shifted from governments to private inves-
tors. Yet despite its huge size, our Federal Government has
rivatized only one enterprise—Conrail, which went for $1.6 bil-
ion.

Congress in its quest to balance the budget and have government
run more efficiently should consider privatizing many of the enter-
prises it now supports. The moneys the government would receive
from the sale of assets and enterprises should be used to reduce
the national debt.

The rewards of privatizing many government enterprises would
be: The government would not have to pay subsidies; the govern-
ment would be able to collect taxes from the privatized enterprises;
the privatized enterprises would run more efficiently; the govern-
mem(,1 could be downsized and many bureaucracies could be elimi-
nated.

Just a few of the items—rather than going into a big elaboration:
electric enterprises such as Tennessee Valley Authority, air traffic
gontrol, National Weather Service, NASA labs, Amtrak are just a
ew.

Federal tax laws also encourage municipal socialism. For exam-
ple, tax law says that if you are a government-owned airport or
electric utility, you do not pay taxes on your profits and the inter-
est on your bonds is tax exempt. Yet if the identical facility is in-
vestor-owned, both profits and bonds are taxed.

Regulatory policy often exempts government-owned environ-
mental facilities by name, but subjects the identical facility to
stringent controls if it is owned by investors.

Every year, the Bureau of Land Management and the Forest
Service manages to lose several billion dollars managing valuable
lands while causing considerable environmental damage. These for-
est lands could be sold to private owners who protect their assets
of timber. While on vacation in New Hampshire over the years, I
have seen private sector’s logging the national forests, which is
fine, and they are doing a good job of it. But if these lands were
sold, the private owners would also be placed with deed restrictions
guaranteeing the right of access to backpackers, campers, fisher-
men, et cetera, and the government would benefit from the sale of
the lands and would not have to maintain these lands at public ex-
pense.

Two other areas that Congress should consider defunding are the
National Endowment for the Arts and Humanities. [Applause.]

The Federal Government began to support the arts and human-
jties in the 1960’s. With the removal of Federal support, the arts
will not vanish. The principal support for the arts has always come
from ticket revenues, private donations and local government sup-
pi)rt. Ailother one is tﬁe Corporation for Public Broadcasting. [Ap-
plause.

The removal of government support for public broadcasting will
not mean the end of Big Bird or Barney. The end of government
support for the arts and for public broadcasting will allow the mar-
kei;f)lace and the public to decide what will be successful and what
will not.
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In conclusion, the government has to get back to the business of
running the country and not ruining the country by trying to run
all the business. Thank you. [Applause.]

Mr. CLINGER. Thank you, sir.

The next is No. 9, to be followed by No. 54.

STATEMENT OF DONALD LESIAK

Mr. LEsiAK. My name is Donald Lesiak from Parma, OH, an
American of Polish descent, born and raised on the southeast side
of Cleveland and Parma, OH being Ohio’s largest suburb with
about 90,000 people. Some of the members of the committee I have
met, many I have not.

But let me say that I am ﬁoing to be very brief. I have a number
of copies of a news release here that I had prepared, and I might
mention, I am a professional engineer, certified manufacturing en-

ineer in robotics, and turned auditor. In fact, I have 6 years of

tate service with the State of Ohio, initially as a State insurance
examiner. One of my audits was Blue Shield of Northeast Ohio, a
million and a half policyholders. That is about half the population
of the entire State of Iowa that I just moved from after 9 years as
a Federal employee from which I retired at Rock Island Arsenal,
IL as a professional quality engineer.

So with that introduction, I have here two items; one of which
I gave to Mr. John Kasich, he chairman of the House Budget Com-
mittee from the Columbus, OH area at a Cleveland City Club meet-
ing probably last year in May or so, personally handed it to him,
asked him a question publicly at this City Club. I got no answer.

I then asked this question at the Association of Government Ac-
countants meeting and national conference at Columbus, OH, in
August 1994, and I got what I would say when I asked the same
question again to Mr. Kasich, who was the luncheon speaker, I got
a non-responsive reply.

I have since faxed this to Mr. Kasich, or I tried and he has no
available fax number, his policy is not to release it. They are afraid
of traffic from citizens? So instead, I faxed it to Mr. Kasich by way
of Mr. Newt Gingrich, and I asked them for a formal audit on this
news release. It is an article dated May 22, 1990, Chicago Tribune.
The headline says “U.S. finds $50 billion surplus and $43 billion
of this surplus 1s in the Department of Defense.” I would like to
find out, by a detailed government audit, as to the results of my
prior unheeded request as a concerned citizen.

The final thing, and I will summarize it a little more briefly if
I can, is while with the U.S. Army at Rock Island Arsenal, Head-
quarters AMCOM, that represents the U.S. Army Armament Muni-
tions Command, where they control 27 ammunition plants and ar-
senals around the country, including Ravana Arsenal outside of
Akron. When I arrived there as a quality engineer, first time,
brand new Federal employee, I discovered that I am in a spare
Karts lot and I said, you know, kind of what is that, I thought you

ired me as a professional quality engineer. And they said well, re-
member the $400 hammer? Well, you have been hired to help solve
that problem. I later found out because of all the bad news releases
and press cwerage that the services got, that Congress, you, lit-
erally created 1,063 jobs and appropriated $200 million to pay
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these people, and I got one of those jobs in April 1984, retired on
March 8, 1993. Been back in Parma, OH, it is going to be 2 years
this month.

So as a result, you might say we were able to develop a comput-
erized system enhancement on the Army’s $2 billion worldwide
automated logistics system and it has gone up and down the House
and Senate and the White House with no positive response to date.
What we have done, we have enhanced the Army’s $2 billion——

Mr. CLINGER. Sir, I am going to have to ask you to wrap it up.

Mr. LESIAK [continuing]. Logistics system—OK. It goes govern-
mentwide and I would like you people o face the challenge with
a professional attitude as a responsive representative of the people
to correct this problem, which will identify all $400 hammers and
everything that the U.S. Government buys, by part number.

And with that, I thank you for your time and the opportunity on
a lottery to be selected to speak here.

Mr. CLINGER. Thank you very much. [Applause.]

You may be interested in knowing that this committee, the Gov-
ernment Reform and Oversight Committee has been engaged in an
effort to reform the government procurement and acquisition sys-
tem now for two Congresses. We have enacted substantial reform
last year, we are working on a bill this year that I think will fur-
ther that exercise, so that we will no longer have the $400 ham-
mers and the $500 coffee urns, et cetera. That has been a disgrace,
I could not agree with you more. I think you will find that the leg-
islation that we are working on is going to go a long way toward
addressing that major abuse.

No. 54, to be followed by No. 85.

STATEMENT OF LOWELL LEFEBVRE

Mr. LEFEBVRE. Good afternoon, Mr. Chairman, committee mem-
bers, others assembled here.

The name of this committee, the Committee of Government Re-
form and Oversight, suggests that it can potentially at least rec-
ommend many changes or reforms which we need to see in the
Federal Government of the United States of America. It has been
stated that the job of this committee is to reduce the size of govern-
ment and to cut spending.

These two tasks are of course worthy to consider. However, it
seems obvious that a smaller government and a less costly govern-
ment are the natural consequences of what the goal ought to be.
That is, the goal should be to reform our national government so
that it will be the constitutional republic described in the Constitu-
tion of the United States.

This is an enormous task. How can we get from where we are
today to where we ought to be? It will take a lot of work, a lot of
words, a lot of action to undo the damage that has been done both
purposely and also, in some cases, without harmful intent.

Many Americans will find that reform is an uncomfortable proc-
ess. And the process and oversight involved needs to be handled in
such a way that its impact will be as easy as possible to bear.

But there is no reasonable alternative. Please do not compromise
this goal. Every elected official, I understand, swears to uphold the
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Constitution, and yet, the actions are often disregarded. They dis-
regard the commitment to uphold the Constitution.

t seems, for example, that 8 of the 10 amendments which we
know as the Bill of Rights are interpreted to mean something dif-
ferent from the words written by our founding fathers; and some
of these are often believed to have a meaning directly opposite to
what they clearly say. Congress and the government agencies fur-
ther malign these constitutional rights by constantly passing laws
which infringe on the very rights they were written to ensure.

Is it any wonder that there is more than a little disrespect for
our government when government officials have become a model of
negative values rather than standing for what is right?

ow then should our Federal Government be reformed? Let it be
by the true meaning of our Constitution. Please do not compromise
this goal.

Thank you. [Applause.]

Mr. CLINGER, Thank you.

For our final comment on this segment, and after this speaker,
I will call the next panel, No. 85.

STATEMENT OF SANDRA RECKSEIT

Ms. RECKSEIT. My name is Sandra Reckseit, I am the executive
director for Ohio with United We Stand America, and I want to
thank the committee for going out on the road to hear from the
people outside the beltway. As one that has traveled the State for
the last 7 months, I can tell you I have been in the cities in Ohio,
the towns, the villaies, and out in the country. People are ready
for reform and they know it is going to take sacrifice but that sac-
rifice has to be fair, it has to be inside the beltway and outside the
beltway.

Some suggestions that I have heard that I would like to pass on
to you from people that I have talked to is start by looking at some
of these outdated programs. You have programs from the 1930’s
that do not work any more. We need programs that are dynamic
to meet the needs of today and go into tomorrow with some tlexibil-
ity. And people are ready to do that. They are ready for reform,
they will stand behind you if it is fair.

Last but not least, I would like to tell you that you are all in-
vited, on behalf of United We Stand America, to our national con-
ference next month in Dallas and there you could talk to people
from across the country who will tell you tﬂeir views. They are edu-
cated, they are informed on the issues and we would love to see
you there.

Thank you.

[Applause.]

Mr. CLINGER. Thank you very much.

At this time, I would like—I think this has been very helpful tes-
timony and witness that has been given here by the panelists. If
we have time at the end of the session, I will continue with the lot-
tery for those that have not yet had an opportunity to give us their
views.

But at this time, I would like to call forth the next panel. I am
sort of squinting over there to see if anybody has arrived, but they
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are—and I will introduce them as they come to the table. Can we
get some lights on over there? There we are,

The first speaker this afternoon will be William Lawrence, who
is the executive vice president for TRW, a major U.S. corporation,
vice president for Planning, Technology and Governmental Affairs.
Mr. Lawrence was a key participant throughout TRW’s 10-year re-
structuring project. Not an unusual activity for American corpora-
tions in this rapidly changing economic and technological climate,
and I know we are going to have much to learn from his experience
in that change and transformation that has taken place in TRW.

After Mr. Lawrence, we will hear from Frank Altimore, who is
LTV Steel Co.’s vice president for business process design, and who
was instrumental in helping LTV Steel join in some innovative
partnerships designed to move the company into the next century.
We look forward to hearing more about this today. I think we tried
to stress our purpose in coming to Parma Heights today and hope-
fully later this month to Charlotte, NC and throughout the country,
is to hear success stories. We are hearing some outstanding success
stories and I think we are getting some models of things that we
can pursue in Washington.

Following Mr. Altimore, we will have Mr. M. Thomas Moore, the
chairman and CEQ of Cleveland-Cliffs, Inc. He has moved his orga-
nization from a diversified company to one focused on its core mis-
sions, which you have heard about this morning. This is a very
close parallel with regard to our efforts on the Federal level, and
we certainly welcome him to the panel as well.

Karen Kleinhenz is the president of the Eastern Ohio Region of
Society National Bank, a major financial institution in this part of
the world. She has had a distinguished history with the bank and
is now involved with First Choice 2000, which is a project designed
to move that organization into the 21st century.

And I would now like to call upon our host Congressman, Mr.
iSJaTourett.e, to introduce our fifth witness on this panel, Mr. Roger

ustar.

Mr. LATOURETTE. Thank you, Mr. Chairman, and just briefly,
Roger Sustar is the founder and owner of Fredon Corp. in Mentor,
OH and he also recently—for the other members of the commit-
tee—served as our delegate to the 1995 White House Conference on
Small Business.

The reason that we thought Mr. Sustar would be a good witness,
in addition to his business enterprises he is also very active with
the two community colleges here in Cuyahoga and Lake Counties,
and he has a program that has really revived an interest in the
machine business, and he brings students in and for the first time
in many of their lives, gives them an experience that hopefully will

0 on to a career of employment with real benefits, real health care
enefits, real retirement security, and I think you will find Mr.
Sustar’s story to be very interesting.

In an interview the other day, he thought that government
should act like business and that is that we should earn $1 in gov-
ernment before we spend $1, and I think that is pretty sage advice.

Mr. CLINGER. Thank you, Steve.

Ladies and gentlemen, welcome to the hearing. You may summa-
rize—preferab%y if you would summarize as much as possible your
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testimony, we are under some time constraints and we are going
to try and limit your opening statements to 5 minutes or there-
abouts, with the understanding that your prepared statements will
be entered in full in the record and that we will certainly review
all of the information as presented at the hearing. But if you could
be as brief as possible in your oral statements, we would appreciate
it.

So first of all, Mr. Lawrence, executive vice president of Plan-
ning, Technology and Government Affairs for TRW. Mr. Lawrence.

STATEMENTS OF WILLIAM B. LAWRENCE, EXECUTIVE VICE
PRESIDENT FOR PLANNING, TECHNOLOGY AND GOVERN-
MENT AFFAIRS, TRW INC; M. THOMAS MOORE, CHAIRMAN
AND CEO, CLEVELAND-CLIFFS INC.; FRANK ALTIMORE, VICE
PRESIDENT FOR BUSINESS PROCESS DESIGN, LTV STEEL
CO., INC.; KAREN R. KLEINHENZ, REGIONAL PRESIDENT, SO-
CIETY NATIONAL BANK, AKRON, OH; AND ROGER SUSTAR,
PRESIDENT AND OWNER, FREDON CORP.

Mr. LAWRENCE. Thank you and good afternoon. Mr. Chairman
and other distinguished members of the committee, my name is
William B. Lawrence and I am executive vice president for Plan-
ning, Development and Government Affairs at TRW Inc. I thank

ou all very much for inviting me to appear here today. I would
ike to share with you some of the experiences and the lessons that
TRW has gained over the last 10 years or so from our streamlining
and reorganizing processes.

We are delighted to have the opportunity to tell our story and we
are especially pleased that the committee has selected Cleveland to
hear first-hand what the private sector in this community is doing
to reinvent, streamline and reorganize its own business.

First of all, let me say, by way of introduction, a few words about
TRW. Headquartered here in Cleveland, our comfany provides
products and services worldwide with a high technology and engi-
neering content for the automotive, the space and defense and the
information systems and services industries. In the United States
alone, we employ approximately 36,000 men and women. Our reve-
nues in 1994 were in excess of $9 billion. Indeed, both our revenues
and our earnings for 1994 were the highest in the company’s 94
year history, and through the first 6 months of 1995 we are well
on our way to achieving yet another record. These results, we be-
lieve, were achieved by devising a performance-oriented game plan
and then sticking to it. I would like to share with you some of the
key elements of that plan. They may have relevance to the nature
and the scope of the committee’s inquiry regarding government op-
erations.

The first element of our game plan was what we would call a
critical reassessment of our distinctive competencies and the rel-
ative strengths and weaknesses of our businesses. What this did
was to help us establish for the company a course of direction. And
among other things, it revealed to us that we simply had more op-

ortunities than we had resources to adequately fund. So our chali-
enge was to select those highest priority businesses within the
company where we felt that we were uniquely positioned to add
value and to meet the requirements of the marketplace.
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A second and a parallel effort to this was an effort to eliminate
distractions that were depleting both our management and our cap-
ital resources. This required us to exit certain businesses and prod-
uct lines. Included among those divestitures which occurred over a
10-year period were aircraft components, industrial products, elec-
tronic components, energy products, automotive after-market prod-
ucts and fluid power products. As a result of this exercise, over a
10-year period, we sold off over 60 businesses with revenues that
exceeded $2.4 billion.

A third element of our restructuring plan was to improve our
core businesses, those where we felt we had a strategic advantage
through more efficient cost structures, improved quality and great-
er flexibility. This, as you know, is an ongoing process. It proved
to be the most difficult, however, to get started because it required
all of us to essentially change the way in which we do business. In-
ternally, we had to break down bureaucracy and stovepipe ways of
thinking. Externally, we had to convince customers and suppliers
to team with us to tackle unnecessary transaction costs.

As a result of the efforts I have described, however, over the last
decade, I believe we have been successful in re-engineering, re-or-
ganizing and restructuring our operations. Total head count within
the company worldwide has been reduced from about 93,000 em-
ployees in 1985 to less than 66,000 today. At the same time, our
revenues over that 10-year time span have nearly doubled and rev-
enues per employee have increased from approximately 60,000 to
150,000.

The results in our space and defense business, a roughly $3 bil-
lion business, are illustrative, In the late 1980’s, TRW employed in
space and defense over 32,000 people. Today that figure is approxi-
mately 17,000. Despite these significant reductions, we have man-
aged to maintain overall revenues and to dramatically improve our
productivity. What did we do? In some cases, we re-engineered our
processes, enabling us to take costs out, to reduce cycle times and
to improve quality. In other cases, we worked very closely with the
g}(:vemment, the Department of Defense contracting officers, to get
their buy-in to streamline and simplify production processes, so
that unnecessary steps and costs could be reduced.

At the operating level of our automotive business, we literally at
any one time have thousands of initiatives underway to eliminate
waste, improve quality and productivity and to cut costs. Last year
alone in about a $5 gillion business, we captured well over gZOO
million in cost savings that were required to offset cost increases
and to meet price reductions—yes, price reductions required by our
customers worldwide. From a product standpoint, the pricing re-
ductions are very dramatic. Certain products, for example, are now
selling for as little as 25 to 40 percent of what those same products
sold for just 4 or 5 years ago.

Let me also point out that company-wide, restructuring has re-
quired us to also look at the way we manage the administrative
functions of our business. In doing so, we have eliminated several
layers of management. For example, where we formerly had, both
at our space and defense and our automotive businesses, a staff at
the sector level, we have eliminated those functions and those
tasks have been combined either at the company headquarters or
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in our operating groups, and in fact simultaneously at the company
headquarters, we reduced our staff from over 600 employees to
about 450, a 256 percent reduction, while at the same time our busi-
ness revenues, as I mentioned earlier, had nearly doubled.

I do believe that the government can learn from what the private
sector has done. To be successful, however, our experience indicates
that certain prerequisites are fundamental. What are they? Leader-
ship, vision and commitment at the tor, I believe are critical. Ongo-
ing communication and dialog with all stakeholders simply have to
occur if you are going to accomplish buy-in and commitment to get
the job done. Incentives and disincentives must be established to
create the necessary motivation for change within the government.
And finally, accountability and responsibility are absolutely nec-
essary to empower people to act in non-traditional ways as agents
of change.

I recognize full well that this approach represents a monumental
task at the national level, but I believe that the Vice President’s
initiative to reinvent %)evemment represents at least in concept a
good first step. I also believe that individual government agencies
or branches are ripe for even more aggressive assessments of their
fu ose, their function and their resource requirements. With the
eadership provided by the members of this committee, I have great
confidence in our ability to effect meaningful change in the way
government operates.

Mr. Chairman, other members of the committee, I thank you
very much for the opportunity to offer these suggestions. I will be
very happy to answer any questions you may have.

e prepared statement of Mr. Lawrence follows:]
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Statement of William B. Lawrence
Executive Vice President
Planning, Development and Government Affairs
TRAW inc.

Mr. Chairman, members of the Committee, my name is William B. Lawrence
and | am Executive Vice President of Planning, Development and
Government Affairs for TRW Inc. Thank you very much for inviting me to
appear today before the Committee. Permit me to share with you some of
the lessons and experience we at TRW have gained from the painful, but

fundamentally necessary, streamlining and reorganization that we have
undertaken over the last ten years.

We are delighted to have this opportunity, and are especially pleased that
the Committee has chosen to come to Cleveland to hear first hand how
reengineering, reinventing, or streamlining, whatever name you wish to
give it, is being done in the private sector in this community.

First of all, a few words about TRW. Headquartered here in Cleveland,
TRW is a company that provides products and services worldwide with a
high technology or engineering content in the automotive, space and
defense, and information systems and services industries. In the U.S.
alone, we employ nearly 36,000 men and women. Qur revenues in 1994
were in excess of $9 billion. Indeed, our revenues and net earnings in 1994
were the highest in our 94-year history. Through six months of 1995, we
are well on our way to yet another record year -- and our stock price has
recently reached all-time highs. These results were achieved by devising a
performance oriented game plan and then sticking to it. Our customers
have rewarded us with increased business, our employees with increased
productivity and our shareholders with increased confidence and access to
capital. This approach may have some relevance to you both as the
guardians of our nation's public resources and the officials responsible for
setting our long-term national priorities.

The first element of our game plan was a critical assessment of TRW's
distinctive competencies along with the typical analysis of strengths,
weaknesses, opportunities and threats for each of our businesses. This
helped us establish a course of direction and, more importantly, revealed
that we enjoyed a strategically target-rich mix of opportunities. That meant
we had more opportunities than we had resources to fund adequately. Our
challenge was to select those highest priority businesses where TRW was

-2 -
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uniquely positioned to add value and to meet market requirements. The
outcome of this analysis was a clear plan of where TRW could invest its
relatively scarce resources in businesses in which we enjoyed a strategic
advantage. These were investments in our so-called core competencies --
things that we do very well -- better than others -- and that could help
leverage our future.

A second and somewhat parallel effort was to eliminate distractions that
were depleting both our management and capital resources. This required
that we exit certain businesses, product lines and joint ventures. Included
among these divestitures were Aircraft Components, Industrial Products,
Electronic Components, Energy Products, Automotive Aftermarket
Products and Fluid Power Products. As a result, over a ten-year period,
TRW sold off over 60 businesses with revenues exceeding $2.4 billion.

This process has produced several benefits. |t significantly simplified and
focused management on the remaining core businesses and reduced
associated overhead. Healthy, otherwise attractive non-core businesses
were sold to others with strong strategic interest, where they can now
flourish and attract greater resources. The divestitures also benefited TRW
by eliminating businesses that consumed disproportionate amounts of
management and capital resources. By freeing up and redeploying
resources, TRW strengthened all its remaining operations. Finally, and
probably most importantly to our creditors and shareholders, TRW was
able to reduce its debt to very sound levels, creating greater confidence in
our management, increased financial and strategic flexibility and a lower
cost of debt. As with some cancers, early though painful surgery was the
best prescription for a healthy recovery. Similarly, government might
benefit by cutting out and privatizing non-core programs -- especially
those that consume resources well beyond the social benefits derived.

A third element of TRW's restructuring plan was to improve core business
operations through more efficient cost structures, improved quality and
greater flexibility. This is an on-going process. It was the most difficult to
get started because it required us all to change the way we do business.
Internally, we had to break down bureaucracy and "stove pipe"
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organizational thinking by puilding cross-functional, cross-organizational
teams to tackle complex projects. Others have referred to this as creating a
seamless organization. Externally, we had to team with customers to tackle
unnecessary transaction costs so that we could meet their demands to
reduce our prices and improve product quality.

In our automotive business, for example, the quality standards and systems
expected of us were well beyond our then current practices. That also
meant that, in order to earn a profit, product costs and productivity levels
had to be substantially improved as well. We also needed to utilize our
current capital assets more efficiently to induce shareholders and others to
provide us with access to additional capital. In response, TRW
reengineered, reorganized and restructured its operations resulting in a
total headcount reduction from 93,000 employees in 1985 to less than
66,000 today. Despite the 30% plus headcount eduction and business
divestitures mentioned above, revenues over that ten-year span have
nearly doubled and revenues per employee have increased from
approximately $60,000 to $150,000.

In our Space & Defense business, the story is just as dramatic. In the late
1980s, TRW employed over 32,000 people, while today employment is
down to 17,000. Despite these significant reductions, we have managed to
maintain overall revenues and improve productivity. In some cases, TRW
reengineered its processes to achieve these performance improvements,
and in other cases we worked closely with DoD Contracting Officers to
streamline and simplify processes so that unnecessary costs and steps
were eliminated. The overall effort involved consolidation of activities,
elimination or combination of divisions, outsourcing of services, sale of
assets to achieve greater asset utilization and front-end investment to
facilitate significant changes in fundamental processes. We also worked
with customers to redesign our production methods.

As an example, we are now attempting to produce avionics electronics side
by side, under exacting automotive quality standards, with airbag
electronics. This approach is designed to satisfy Military Specification --
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so-called MILSPEC -- quality requirements and eliminate many layers of
cost through economies of scale.

A second example is TRW's Universal Test Bed, which is a testing system
designed by TRW, requiring only minor modifications to aid in the
designing, problem solving and hardware testing phases of spacecraft
programs. The system minimizes non-recurring engineering and
development costs, shortens schedules, reduces technical risk and
provides greater value to our customers. This represents another example
of changing the way we do business, with increased focus and coordination
and fewer people.

Restructuring has also required that we look at the way we manage the
administrative functions of our business. We have eliminated several layers
of management. Where we formerly had Space & Defense and Automotive
Sector staffs, we have eliminated the sector functions and the tasks
performed by them are now being performed by our operating groups
and/or the company headquarters staff. Simultaneously, our headquarters
staft has been reduced from over 600 employees to 450, a 25% reduction
in headcount now supporting a $10 billion business.

At each operating division, we have thousands of initiatives underway to
eliminate waste, improve quality and productivity and cut costs. Last year
alone, TRW Automotive captured over $200 million in cost savings just to
offset cost increases due to inflation and price reductions demanded by our
customers. From a product standpoint, the pricing reductions are dramatic.
Certain products, for example, are now seliing for 25% to 40% of what they
sold for just four to five years ago. To accomplish these reductions, we re-
designed products, changed processes, worked with customers and
suppliers and empowered our employees to implement changes.

Iin summary, TRW and the private sector respond daily to immediate,
unsympathetic challenges to our economic performance. Customers
demand and expect increasingly better products and quality for less price;
shareholders vote every day with investment dollars on their assessment of
our performance; and competitors’ exploit every opportunity to take away
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our business. This environment is economically heaithy and ensures that
scarce resources are allocated to their highest and best use.

Qur country also needs to ensure its economic health. It won't take Voodoo
Economics to get there but it will take leadership. We need to prioritize our
national needs -- that means spelling out what the government needs to
do and, more importantly, what NOT to do. Second, we need to evaluate
the capabilities and competencies of government as well as the private
sector regarding high priority needs. This should lead us to award priority
projects to the most efficient producers. Finally, we need to set realistic
limits on the financial burden our people (and their corporations) are
prepared to accept to fund national priorities. This will help define what
priorities get funded and to what extent.

For our country to follow through on the above course of action and achieve
similar results will likely require a downsizing and reengineering effort
similar to those | have described for TRW. To recap, it will require the
following:

1. We need to assess and select our core or fundamental national
priorities. Based upon these priorities, we must determine the
functions that are essential to be provided by government and how
much we can afford.

2. We also must exit, outsource, or divest non-core functions, assets, or
organizations. lt's difficult to believe a government agency can

manage a non-core function more effectively than the private sector.

3.  Costbenefit standards should be applied to all key activities and
those that fail to meet an objective test should be discontinued.

4.  The funds saved or generated by these actions should be used to pay
down debt and bring our budgets into balance.

5.  To enhance the performance of the core government functions, we
need to develop performance standards and metrics that can be used

-6 -
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reguiarly to measure continuous performance improvement. Core
functions that can't meet acceptable cost/benefit standards should
continuously face the possibility of being discontinued or privatized.

6. Toaccomplish these objectives will require strong leadership at the
top, broad-based communication of goals, objectives and measures,
a multi-disciplined/cross-functional team of motivated change agents
and a workforce empowered to act in non traditional ways.

| recognize that this approach represents a monumental task at the national
level, but | believe the Vice President's initiative to reinvent government
represents, at least in concept, a good first step. However, individual
government agencies or branches shouid be ripe for even more aggressive
reassessments of their purpose, function and resource requirements. Our
Nation's stakeholders (voters and taxpayers) have given a clear message
that change is needed. Our creditors worldwide warn us of our weak
economic health by diminishing the value of our currency and requiring
higher interest rates to compensate them for the higher risks associated
with continuing budget deficits. We must earn back the confidence of our
stakeholders by demanding of our government officials the same fiscal
responsibility we demand of the private sector. While bankruptcy may be
an option for uneconomic businesses, it isn't an option for our Federal
Government. Both business and government are measurably better off it
they tackie the tough problems early and live within their budget limitations.

Thank you, Mr. Chairman, for this opportunity to offer suggestions 1o the
Committee on its important work.

| will be happy to answer any questions you may have.

FWC:dpb\7.12.95
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Government Reform and Oversight Committee

Question 1).

Response

Response to Follow Up Questions

William B. Lawrence

From a tederal government perspective, | have watched the
tederal government structure growing out of control. Today,
we provide some services that we don't do well, services
that the private sector could do much better and more
officiently. Referring to your organization's critical
assessment of competencles, what were the criteria that
helped you decide what your organization did weli? How
would you relate this to our federa! departments and
agencles?

TRW's assessment of what we do well is determined first and foremost

by our customers and in a broader sense by our shareholders and
employees.

From customers' perspective, direct feedback on the quality and value
of our products and services is obtained regularly through surveys,
interviews and face-to-tace meetings. It is also provided indirectly
through market position and new business. By tracking TRW's
pertormance on a range of dimensions (on-time delivery, warranty
costs, market share, comparative costs, technology, and financial
measures) we can profile how TRW performs compared to our
competition. No particular measure is fully indicative of overall
pertormance. However, understanding the performance profile allows
managers to evaluate the cost or effort necessary to "close the gap"
between where we are today and best in class. The cost to close the
gap provides the basis for determining whether we should or can
effectively compete and serve a defined market. While this process
seems simplistic, it requires substantial analytical effort and
assessment of how markets are likely to change in the future.

From a shareholder and employee perspective, we receive daily
indications of how well we are doing. Shareholders judge the
economic efficiency of TRW compared with a wide range of alternative
investment returns and risks. Creating value is a simple concept but it
demands constant attention to both internal operations and external
benchmarks. The same can be said about employees. To retain the
best and motivate them to perform at outstanding leveis, they need to
be trained, challenged, measured, financially incentivized and
counciled. While payroll and headcount account for less and less of
TRW's total cost structure, employees are essential to ensuring efficient
and effective utilization of capital assets. Aligning each employee's pay
with the company's operating and financial goals is an important step in
achieving the required results.
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We would agree the federal government structure has grown out of
control. Social engineering and politics have justified many
government activities at the expense of economic cost/benefit trade-off
analyses. You might find that several of our private sector conclusions
apply.

1. First, a clear need exists to determine the fundamental range of
activities that is appropriate for the federal government to do. Al
activities should be subjected to critical assessment, first for need and
second for cost/benefit value.

2. Realistic performance measures should be developed for
government functions -- from the overall mission to the multitude of
activities required to perform the mission. Determine not only the real
costs (which may require more sophisticated Activity Based Accounting
systems) but also real value.

3. Compare the costs of functions (Postal Service, Education, Heaith
Care, etc.) and individual activities within functions (mail handling,
check payment, housekeeping, customer services, etc.) with other
- external benchmarks. Test the cost of providing functions or services
against best in class organizations (private and public sector, foreign
and domestic). Where.costs are too high, determine how they can be
corrected intemally or out sourced to achieve cost reductions.

4. Evaluate occupancy costs and related fixed costs. Space cost and
utilization -- buildings, warehousses, offices, land -- consume funds in
terms of maintenance, heating/cooling, environmental clean-up, and so
on. Where possible, consolidate, dispose, sell off, dense up, and close
down unnecessary space. This reduces a wide range of hidden costs,
including payroll. It also may provide a source of tax or lease revenue if
and when the land or facility is converted for private use.

S. Finally, build clear and measurable incentives into achieving word
class performance. Public officials should be required to report publicly
their performance against defined metrics. Performance both against a
plan and as compared to peers. In one sense the incentive is
continued public confidence and return to office. More tangible
incentives could be provided by bonus payments for best in class
performers.

- In the final analysis, authority, accountability and responsibility need to
be aligned and incentivized. Until public officials have realistic public
reporting responsibility for their effective and efficient use of public
funds, measured against external norms, little justification or incentive
exists to restructure or challenge the way things get done. We're
hoping this will change.
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Question 2).

Response

Question 3)

Response

in your testimony, you describe the ditficulty your
organization had with Improving core business structures
due to the fact that you had to break down bureaucracy and
change the way you did business. Restructuring the federal
government bureaucracy that has been in existence for
decades is one of our greatest challenges. Can you offer
any suggestions In this context?

The core missions of the fedaral government are of course contained in
the U.S. Constitution. Such functions as providing for the common
defense, establishing post offices, roads and a federal judiciary are
among the government's central functions. However, the federal
government has over time assumed numerous additional
responsibilities not central to its core mission through the enactment of
statutes and the promulgation of regulations. Examples would include
federal roles in a broad range of volunteer service programs, job
training programs, food stamps, low income weatherization assistance,
subsidized housing, farm subsidies, energy research, etc. The list goes
on and on. Clearly, the authorizing committees of Congress must lock
critically at each of these programs to determine if the federal
governmaent should be involved at all, and, if so, whether the optimum
way to deliver these services is through a government agency.
Typically, a governmental bureaucracy would not be the ideal
mechanism through which to deliver effectively and efficiently many of
these services. Where appropriate, goverment should contract out or
privatize as many functions and activities as it can, even if it is
determined that government oversight should continue. To accomplish
these results, however, requires leadership -- leadership that begins,

not within the bureaucracy but in the Congress and at the highest levels
of the Administration.

As | am sure you are aware, the federal bureaucratic
structure Is rife with layers upon layers of management.
Through your own personal experience of downsizing In
TRW, what were the positive and negative impacts of
peeling back these layers?

Reducing layers and downsizing produced significantly more positive
than negative impacts. The process was begun nearly ten years ago,
which allowed us the opportunity to test the outcome of each step and
fine tune subsequent actions. From a positive perspective, developing
and downsizing produced the following impacts:

Greater Management Focus on Core Activities ~ After eliminating
layers, top management becomes more involved in operations. We
found disproportionate management attention was previously
consumed by “fix-its” and non-core activities. Delayering exposed

-3-
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these diversions and restructuring or divesting these activities
eliminated the distractions.

« Greater Econgmic Flexibility -- With reduced levels of overhead
and debt, we are better positioned to sustain the impact of business
cycles. By paying down debt, TRW also freed up capital resources,
theraby increasing strategic options for growth.

« Beduced Cycle Times -- The time required {0 sense the need to act
and respond was greatly reduced. Transaction times were reduced,
people spent less time on process and more on implementation.

+ |mproved Employee Morale -- Once delayering and restructuring
are completed, core employeas have greater comfort in the overall
health of the business, a greater sense of responsibility and
accountability {i.e., empowsrment), a clearer sense of business
priorities and direction and improved compensation tied to a
stronger performing business.

From a negative perspective, the issues are more personal or
transitional. We consumed significant energy, time and capital as we
delayered and divested operations. We also retired, relocated or let go
nearly 20,000 employees. To be fair with long-time employees,
counciling, severance packages and relocation arrangements were
developed, communicated and implemented. In the end, employees
understood the need for change and were willing to buy into it if our
actions were perceived as being done in a fair and balanced manner.
Communication with those who remain was equally important to ensure
job security and productivity were sustained.

Timing was another negative consideration. Like surgery, restructuring
or delayering never occurs at the most opportune occasion. Layotfs
occurred at times when national unemployment was already high and
placement difficult. Sale of units occurred when the cost of money was
high and average business values were modest at best. While our
"surgery" and subsequent recovery period siowed the company's
momentum, the health of the business has been strengthened
measurably and clearly has been worth the pain.

Finally, and most importantly, we lost some focus on our customers:
during restructuring the corporate focus was predominantly internal
resulting in some loss of attention by management on the customer.
With the benefit of hindsight, we might have avoided some performance
criticisms had we developed a more extensive external
communications effort as part of our intemal restructuring.
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Question 4).

Response

You mention the performance standards and metrics that
can be used to measure continuous performance
improvements. Can you relate these standards to the
federal government and give examples of what you have
successfully implemented?

As | mentioned in my testimony, TRW monitors a range of financial and
non-financial measures to assess both the current and strategic health

of the business. Listed below are several that may be relevant to the
tederal government.

-- In-order to ensure both access to debt and
low interest costs, TRW set target debt levels based on external
expectations of top performing companies. Once set, the company
took the actions required to reduce debt -- both sale of assets and
operating improvements.

-- Each organization has different means of measuring
productivity. TRW used and monitored progress on such factors as:

Revenues per employee (upward trend)

Assets per employee (downward trend)

Profits per employee (upward trend)

Overall indirect empioyment (downward trend)
Employees/sq. ft. of building (upward trend)

Total numbers of facilities (downward trend)
Number/dollars of assets sold (upward trend)
Employee opinion surveys {benchmark and tollow up)

- In addition to operating performance
metrics, we set financial performance goals for continuous quarter-
on-quarter improvement. As part of setting these goals, we publicly
communicated them to our analysts and reported on progress
annually. To regan credibility in the financial community, we had to
demonstrate our ablity to keep the promises we made. Only by up-
front establishing of goals and measuring progress over time could
we regain their confidgence. Intemally, these goals not only included
targets relating to our reported financial results, but also other
financial targets such as increased cash flow, asset turnover,
reduction in certain expenditures, etc.

-- Customers are the final determinant of a business’ ability
10 produce quality products and services. Internally, we began to
benchmark TRW's operations against the Malcoim Baldrige criteria.
Although we did not aspire to compete for the award, we wanted to
adopt a common framework for achieving world class performance.
TQM teams were established and chartered by our most senior
executives in areas of most significant need of improvement. in
addition, all operations developed quality metrics to measure

-5-
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Question 5).

Response

defects on a Parts per Million basis (PPM). PPM provides further
opportunities to conduct root cause analysis and direct efforts for
improved operations.

These are only a few of the initiatives and metrics TRW utilized
successfully to restructure its operations. Most are fundamentat to any
organization producing either goods or services. We have not yet
reached our goals but have set expectations within the company and
with our analysts of continuous improvement that cause us all to stretch
our efforts. We are investing more heavily in the training and
communication necessary to empower employees to take the actions
needed to meet our goals. Finally, people are paid and incentivized to
perform.

Most people acknowledge that if the federal government
were a business it wouldn't survive with the amount of
inefficlent service dellvery it currently provides What
aspects of the private sector could be successfully
incorporated Into the federal government structure?

In the private sector, measurements or metrics are critical to determine
progress against objectives. Financial performance is certainly one
measurement. Return on assets employed and return on shareholders
equity are other measurements, albeit ones that may not be exactly
relevant to the performance of government. However, productivity
measurements can be equally relevant to governmental organizations.
These measurements could be applied in a variety of governmental
organizations, including the Social Security Administration, the
immigration and Naturalization Service, the Internal Revenue Service,
the Farmers Home Administration, et al. Productivity and efficiency
gains are beneficial in that they free up scarce resources for higher
value-added activity and insure that employees are fully engaged.
Establishing these types of performance systems also requires that
there be incentives for employees to achieve these goals. Accordingly,
Congress should give some attention to broadening incentive
compensation arrangements, thereby giving federal employees a
financial stake in the achievement of objectives designed to bring
greater quality, value and benefit to taxpayers.

Another factor important to enhanced performance is competition.
Unlike the private sector, many government services are not
challenged to perform because they have a monopoly on what they do.
Consideration should be given to having certain government agencies
compete for the customers they serve. This might be accomplished, for
example, by out-sourcing some services, having multiple govermment
organizations compete for performing the same service and/or a variety
of other maechanisms that permit the recipients of govarnment services
to choose among available service providers.

-6-
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Mr. CLINGER. Thank you very much, Mr. Lawrence, for your tes-
timony. It has been very helpf;{. [Applause.]

Let me call now on Mr. Moore, chairman and CEO of Cleveland-
Cliffs Inc.

Mr. MooRE. Good afternoon, Mr. Chairman and other distin-
guished members of the committee. I am ve leased to have the
opportunity to speak to you about Clevelanlg-gliﬁ's’ experience in
reversingbserious business losses. As a representative of a company
that has been a part of the Cleveland business community for near-
g 150 years, I am also pleased to join in welcoming the panel to

leveland.

Cleveland-Cliffs is an iron ore mining company that manages five
mines and J)ellet plants in Michigan and Minnesota with 5,000 em-
ployees and an annual production capacity of 35 million tons. Our
only customer is the steel industry, and a number of steel compa-
nies have ownership interests in our managed mines.

Although the role of corporations and government are different,
I believe there are certain common principles in the management
of structural and philosophical change. To illustrate, first allow me
to present a brief review of the great wave of change that has
swept over Cleveland-Cliffs.

For 25 years prior to the 1980’s, the iron and steel industries had
enjoyed growth and prosperity and had expanded capacity based on
forecasts of steel shortages. l-{owever, in the first haff of the 1980’s,
the steel industry hit a depression wall and by 1986, five of the
steel company partners in our mines had declared bankruptcy.
Markets were sta%'lant, capacity in the steel and iron ore indus-
tries was reduced by 27 and 33 percent respectively, and industry
employment fell sharp}y.

e market value of my company’s common stock fell from over
$500 million to less than %100 million. Our company had over $400
million of long-term debt and had reported significant losses. Our
solvency was seriously questioned.

In the face of this ominous threat, Cleveland-Cliffs committed it-
self to elimination of extraneous activities, rededication to our core
business, higher productivity, a return to business growth and ulti-
mately reward for all stakeholders in the company’s success.

At a time of much doubt, we moved to restore financial viability
and confidence in the company’s future. Many of the decisions were
painful and counter-culture. In the 1980’s, we announced new busi-
ness strategies, sold assets, suspended dividends and used our re-
maining bank credit to raise cash and repay debt. We closed un-
competitive mines and restructured mining joint ventures, with-
drew from numerous non-core businesses, froze salaries, tightened
benefit plans, and reduced employment significantly.

In regucing the number of employees, we evaluated our essential
needs and used attrition, retirement incentives and voluntary sepa-
rations whenever possible. No arbitrary quotas were established.
We approached employment reductions for competitive survival,
not as a pure business strategy. Even a wage concession by mine
employees was restored earlier than scheduled.

Notably, through decentralization and the various actions cited,
we have reduced staff in our central offices by 50 percent since
1981, while strengthening professionalism and productivity.
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Our faith in our core business was demonstrated by acquisition
of a large competitor in 1986 at a time of widespread pessimism
about the future of our industry and our company. We integrated
the two companies effectively while simultaneously engaged in the
larger restructuring process.

En important part of this process was building improved rela-
tionships with company stakeholders. This effort met with mixed
success as certain stakeholders did not share our view of the fu-
ture. As a result, Cleveland-Cliffs is probably the only U.S. corpora-
tion to have endured the combination of two proxK contests, two
strikes and several partner bankruptcies during the last decade.
Yet we have emergecB by staying the course, stronger and more fo-
cused, benefiting from the impressive recovery of the integrated
steel industry.

Today, Cleveland-Cliffs manages nearly 50 percent of the North
American pellet industry production capacity versus about 20 per-
cent in 1986. Our worldwide annual sales capacity is 2%z times
what it was in 1986. Employee productivity, compensation, benefits
and community taxes have all risen accordingly.

As mentioned earlier, I believe there are certain principles from
the private sector that can be adapted by government in respect to
managing change and becoming more efficient. This has been dem-
onstrated here in Ohio and Cleveland through the widely praised
public/private partnerships. These general principles of changed
management include challenging a\ndg sharpening the objectives and
mission of each unit, decentralizing administration, flattening orga-
nizations to speed communications and eliminate unnecessary lay-
ers of management, merging similar functions to eliminate
redundancies and confusion, prescribing broad policy and perform-
ance standards, leaving implementation to people who know what
works best in their circumstances, and finally, not wasting time
and funds trying to make more efficient those functions that should
simply be eliminated.

Bold action is necessary to effect major changes, whether in a
company’s destiny or the budgetary status of government. How-
ever, the responsibility remains to avoid categorical abolishments
without adequate evaluation. For example, certain functions by the
U.S. Department of Commerce, which is the target of at least one
dismantling initiative, are vital to the fair trade treatment of U.S.
industry in an emerging new world economy.

In conclusion, I hope that the experiences and perspective of
Cleveland-Cliffs have provided some analogies for you to consider.

Thank you again for the invitation and I would be pleased to try
to answer any %uestions that the panel may have.

[The prepared statement of Mr. Moore follows:]
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STATERENT OF
CLEVELAND-CLIFFS INC
1100 Superior Avenue

Cleveland, Ohio 44114-2589
to the '

COMNITTEE ON GOVERNMENT REFORR AND OVERSIGHT

REARING ON GOVERMAENT REORGANIZATION
July 14, 199%

Presonted by N. Thomas Moore

Good morning. Mr. Chairman and other distinguished members of the
Committee. 1 am M. Thomas Moore, Chairman and Chief Executive Officer of
Clevaland-Cliffs Inc, and I appreciate the invitation to describe Clevaland-
Cliffs' experience in reversing business losses. As representative of a
Company that has been a part of the Cleveland business community for nearly
150 years, I am also pleased to welcome you to Cleveland.

Cleveland-Cliffs is an iron ore mining company that manages five mines
and pellet plants in Michigan and Minnesota with 5,000 employees and an annual
production capacity of 35 million tons. We also manage two mines in Canada
and Australia. Our only customer {5 the steel industry, and a number of steel
companies have ownership interests in our mines.

The role of corporations is certainly different from that of government.
Howaver, I believe thare are certain common principles in the management of
structura) and philosophical change. To {1lustrate these principles in action
in the iron and steel industries, allow me to present a brief review of the
gﬁ# wave of change that has swept over thase industries and Cleveland-

s.

At the start of the 1980s, United States steelmikers employed more than
400,000 people. For 25 years unti] that time, the iron ore industry had
enjoyed growth and prosperity. Both industries had expanded capacity in the
1970s based upon forecasts of steel shortages.

In the first half of the 1980s, however, the steel industry hit a
depression wall that has been well-chronicled. In turn, Cleveland-Cliffs
experienced a shattering of its traditional business structure. By 1986, five
of the steal company partners in our mines had declared bankruptcy, and we
faced stagnant markats with substantial unused production capacity.

In response to the deterioration in basic industry outlook, the steel
and iron ore industries reduced capacity by 27 percent and 33 percent,
respectively. Consequently, industry employment fell sharply.

The market value of Cleveland-Cliffs’ common stock fell from $569
million in 1981 to $74 million in 1986. Our Company had over $400 million of
Tong-term debt and had reported significant losses. Our solvency was
seriously questioned.

In the face of this ominous threat to our survival, Cleveland-C11ffs had
committed 1tself to a turnaround. This commitment led to elimination of
extraneous activities, rededication to our core business, higher productivity,
a return to business growth, and, ultimately, reward for all stakeholders in
the Company's success.

At a time of much doubt, we moved to restore financial viability and
confidence in the Company's future. Many of the decisions were painful and
counter—culture. In the 1980s, we:
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* Announced new business strategies.

* Sold assets, suspended dividends, and used our remaining
bank credit to raise cash and repay debt.

e (Closed uncompetitive mines and restructured mining joint
ventures.

* Withdrew from numerous non-core businesses.

s Froze salaries, tightened benefit plans, and reduced
employment significantly.

In reducing the numbar of employees, we evaluated our essential needs
and used attrition, retiremant incentives and voluntary separations whenever
possible. No arbitrary quotas were established. We approached employment
reductions for competitive survival, not as a pure business strategy. Even a
wage concession by mine employees was restored earlier than scheduled.

Notably, through the reductions in non-esseptial businesses and
decentralization of administrative functions, we have reduced staff in our
central offices by 50 percent since 1981, while strengthening professionalism
and productivity.

Our faith in our core business was demonstrated by Cleveland-Cliffs'
acquisition of a large competitor in 1986 at a time of widespread pessimism
about the future of our industry and our Company. This was an enormous
challenge for us, but we integrated the two companias affectively, while
simultaneously engaged in the larger restructuring process.

An important part of this process was building impraved relationships
with Company stakeholders. This effort met with mixed success as certain
stakeholders did not share our view of the future. As a result, Cleveland-
Cliffs is probably the only U.S. corporation to have endured the combination
of two proxy contests, two strikes, and soveral partner bankruptcies during
the Vast decade. Yet, we have capitalized on the steel industry's equally
impressive recovery and emerged stronger and more focused. And last year, we
acquired another significant iron ore competitor, which increased our annual
sales volume by 65 percent.

Today, Cleveland-Cliffs manages nearly 50 percent of the North American
pellet industry production capacity, versus about 20 percent in 1986. Our
world-wide annual sales capacity s two and a half times what it was in 1986.
Our shareholders have benefitted through a seven-fold return on investment
since 1986, exceeding the popular market indices. Employee productivity is
'l:p. eqiﬂoyu compensation and benefits have increased, and community taxes

ave risen.

In summary, Cleveland-Cliffs has a special perspective on change through
our distinct experience of a long period of prosperity, followed by the
anguish of depression, the stress of restructuring, and the satisfaction of
solvency and renewed growth.

As mentioned earlier, I believe there are certain principles from the
private sector that can be adopted by government in respect to managing change
and boco-*ln'q‘ more efficient. This has been demonstrated here in Ohio and
Clevaland through widely-praised, public-private 07.13 'S5 12:42 These
- » e . - . - a e . . e e -- 4 hdicne Sa od.2
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General principles of change management that appear applicable to
government reorganization include:

e Challenging and sharpening the objectives and mission of
each unit.

+ Decentralizing administration.

» Flattening organizations to speed communications and
eliminate unnecessary layers of management.

+ Merging similar functions to eliminate redundancies and
confusion.

* Prescribing policy and performance standards vather than
rulebooks; leaving implementation to local people who know -
what works best in their circumstances, and expecting
accountability.

* Finally, not wasting time and funds trying to make more
efficient thosa functions that should simply be eliminated.

* L] *

Bold action 1s necessary to effect major changes, whether in a company's
destiny or the budgetary status of mmnt. However, the responsibility
remains to avoid categorica) abolishments without adequate evaluation. For
example, certain functions in the administration of trade laws by the U.S.
Department of Commerce, which is the target of at least one dismantling
inftiative, are vital to the fair trade treatment of U.S. industry in an
emerging new world economy.

In conclusion, I hope that the experiences and perspective of Cleveland-
Cliffs have provided some analogies for you to consider as you pursue
govarnment reforms.

Thank you again for the invitation to present the Cleveland-Cliffs
story. I would be pleased to answer any questions you may have.
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July 18, 1995
M. THOMAS MOORE Direct: (218) 64 3400
CHAIRMAN Fax: (B} 241-6842

CHIEF EXECUTIVE OFFICER

The Honorable William F. Clinger, Jr.

Chairman, Committee on Government
Reform and Oversight

United States House of Representatives

Washington, D.C. 20515-3805

Dear Mr. Clinger:
ari n _“Creati nt r "

It was a pleasure to appear before the Committee last Friday, July 14. I hope my
testimony and that of other panelists and citizens in the Cleveland area has provided you
and the other Committee members with useful insight.

I am writing to express concern about a false impression that may have been conveyed
in the business panel's answers to a question about potential elimination of the
Departments of Commerce, Educatlon. Energy, and Housing and Urban Development. The
essence of the business panel's response was that the focus should be on eliminating,
merging, or re-engineering functjons rather than hasty elimination of whole departments.
These responses were consistent with the prepared testimony.

Unfortunately, in the brief time available, a Committee member interpreted the
panel's responses as advocacy for retaining the four departments, per se. This is not
a correct characterization because the panelists advised the Committee to reexamine the
missions of all departments, and then evaluate their functions to determine what is
essential, what can be merged, what hierarchies can be flattened, what can better be done
by state and local governments, etc., and to expect restructuring to be a difficult and
painful process as it has been in many companies. In summary, the panelists emphasized
attention to functions, not "departments®.

Following the hearing it was pointed out to me by a Cleveland-Cliffs' officer who
attended the meeting that the Federal Yellow Book, published by Leadership Directories,
Inc., could be useful in commencing a functional evaluation process. The various
offices, sub-offices, programs, etc. of the four departments in question are listed in
this pu?lic:t1on and the names and telephone numbers of an estimated 5,000 individuals
are include

Very truly yours,
[ 4 o
M. Thomas Moore
Chairman and Chief Executive Officer
MTM:mjm

cc: Members of the Committee on Government
Reform and Oversight

INE Sigporscr doonuc - Ulpoeland. (i W4114-2589 - Jelhbiome (206) 694-370(
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Questions for M. Th Moore

1) In your statement you referred to the need to reduce the number of employees. Could you
provide more detail about your utilization of attrition, retirement incentives, and voluntary
separations?

2) 1 strongly agree with your statement that some general business principles are applicable to
government reorganization efforts, such as creating effective missions and eliminating layers of
management and redundancies. Please elaborate.

3) Please expand on your principle to leave implementation to the people on site who know
what works best. How can we cut through red tape to make this possible?
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M. THOMAS MQORE Direct. (216) 694 5400
CHAIRMAN Fan(216) 2416842
AND
CHIEF EXECUTIVE OFFICER
July 31, 1995

Ms. Kristine Simmons

Committee on Government Reform
and Oversight

2157 Rayburn House Office Building

Washington, D.C. 20515-6142

Dear Ms. Simmons:

Re: arin b in n vernment”

In response to Chairman Clinger’s letter of July 18, 1985, I am
providing as supplement to my testimony on July 14 the following responses to
the three additional questions that have been raised by the Committee:

1) Staff reduction methods used:

. attrition - all positions that became vacant for whatever
reason had to be rejustifed if desired to be filled.
Otherwise, 2 hiring freeze was maintained; and
responsibilities of retained positions were expanded.

. retirement inceptives - employees who met certain
qualifications were offered enhanced pension, insurance,
health, and cash benefits if they opted to retire during a
designated period of time.

2) Effective missions/decentralizing/redundancies:

. When Cleveland-Cl1iffs made its strategic decision to
concentrate on the iron ore business, we realized that such
businesses as electric power generation, timber harvesting
and sawmill operations, water transportation of bulk
commodities and oil and gas drilling were a detraction to
our mission and capital needs. They were relinquished.

. Our operating units were made more autonomous and
accountable. A1l functions that could best be handled at
the operating level were decentralized. As a result of this
comprehensive change, we were able to eliminate completely
ar;_fentire level of management which was housed in "district”
offices.

00 Saetiir Shonue - Clortond 5ic 33911-3589 - Tolbpliome. (906) 694-5700
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July 31, 1995

3) People on site:

A General Manager is appointed to head up the management team at
each of our operating units. The General Manager, who is
essentially the chief executive officer at the mine, reports
directly to a senior operations officer who reports to the
Chairman. The General Manager confers with senior management on
policy matters and is otherwise fully authorized to operate the
mine within the parameters of general policies and budgets. The
performance of the mine management team is measured in terms of
pre-established objectives and budgets as to quality and cost of
produci; and the total compensation of the mine manageinant team as
well as corporate management is a function of performance.

I hope that this summary will satisfy the request, but more information
can be made available if desired.
Very truly yours,
.
.// /’,i.’,j'/./)//rv v
M. Thomas Moore
Chairman and Chief Executive Officer

MTM/na
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Mr. CLINGER. Thank you very much for your testimony.

Next, I would like to call upon Mr. Frank Altimore, vice presi-
dent for business process design with LTV Steel. Mr. Altimore.

Mr. ALTIMORE. Thank you, Mr. Chairman, members of the com-
mittee, I would like to thank you also for inviting me here to testify
at this important hearing.

LTV Steel supports the current effort underway for your group
to take a fresh look at how government operates. We especially
commend the approach taken by this committee to hold hearings
here locally to learn what other organizations have done to ration-
alize, re-invent and re-engineer.

My two colleagues preceding me in this discussion pretty much
reflect the same kind of history that LTV Steel has had in the last
decade of the 1980’s. In fact, I happen to be one of the customers
that Tom was referring to that went into bankruptcy in the middle
of his turmoil of the 1980’s. So I know precisely the problems that
he faced and that TRW has faced as well, and LTV was not exempt
from those.

LTV is the Nation’s third largest steel producer, integrated steel
producers. We operate a major flat roll producing facility here in
the center of the city of Cleveland, it is the largest flat roll produc-
ing plant in North America. We also operate major facilities outside
of Chicago, IL and in Hennepin, IL.

But I want to talk a little more in detail and focus in on a very
specific initiative we undertook. We had an opportunity with a joint
venture company to try out a new method of work system in a tra-
ditional kind of structured organization in the steel industry.

We formed a joint venture back in 1984 between LTV and
Sumitomo Metal Industries of Japan and this joint venture is
called LSE, the “L” stands for LTV, the “S” stands for Sumitomo
and the “E” stands for electro-galvanizing, which is what this com-
pany does. LSE is a small ?lant located in our Cleveland facility,
it produces zinc coated steel by the electrolytic deposition process
for the automotive industry. It uses Japanese technology for that

rocess but it also uses mostly American equipment for the instal-
ation,

We began design and procurement of this joint venture operation
back in 1984 in an abandoned building in the LTV property. We
currently have a work force that consists of 94 emp?oyees, all of
whom are salaried, even though 71 of these employees belong to
the United Steel Workers Union. We have 23 management people
in this organization as well.

This J'oint venture was formed in 1985 in response really to the
demand from the automotive industry for high quality steel for
automotive exposed bodies that would withstand corrosion prob-
lems that we face in North America with salted roads, et cetera.
If any of you have cars produced back in the 1970’s, you know how
they dissolve rather rapidly, and if you have bo ﬁ't a car since
19186, it still ought to look pretty good as a result of this new tech-
nology.

But we were looking at starting this plant operation in 1985 and
as you heard from the previous two speakers, 1985 was not the
world’s greatest year for steel. We were faced ai that time with
about 1,200 employees laid off at our Cleveland Works facility and
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we were about to start a whole new plant operation and make a
major investment.

So we went to the Union and said look, we have an opportunity
here to restructure the way we do work in this plant. We knew
that what we had been going through for the last seven or eight
decades in the steel industry was not going to produce the kind of
competitive situation we needed to come out of this joint venture
structure with, so we sat down and said let us try something new
and different and we got the Union to agree that we ought to start
with a blank piece of paper and redesign the whole work system.
And that is what we did.

You heard some of the speakers earlier today refer to cultural
changes that have to take place, the redefinition of work, the
incentivizing of the workers. What LSE did was sit down and try
and work out a new organization involving multi-skill work force
and varying work assignments using a participative process. The
quid pro quo that the company had to provide for the union to
agree to this change in direction was that we would hire the initial
group from the pool of laid off steelworkers. So we ended up then
with having this new group of employees, 45 new employees, de-
sign their own work. We sat down and said here are some bound-
ary conditions, but we want you to design the joint responsibilities,
what the pay system should look like. We built a pay system that
had a variable component in pay; that is, a gain-sharing compo-
nent, so that as business improved, the employees’ pay systems im-
proved and if business was not so good, the company did not have
to pay excessive amounts for labor.

So working together then, this group of 45 people designed their
whole contract, if you will, with very radical departures from tradi-
tional designs. The point of all of this is that the people who were
involved in the organization were responsible for designing the
work, determining who did what kind of work, designing the pay
system that they would be paid for the work, so that now we have
an organization that is probably one-third the size of a traditional
organization that would be operating the same kind of facility.

So when you are looking for ideas on how to get worker involve-
ment, how to incentivize workers to become more responsive and
involved in the business, get them to sit down and figure out if
they were designing the work what would it look like. You would
be surprised at the creativity and tremendous enthusiasm with
which this is greeted, and you end up then with an organization
that finds ways to implement the cost reductions, the improve-
ments in cycle time, the reduction in waste that we are all looking
for and is necessary if we are going to compete in the future.

These are some of the things that you might want to try to apply
in small departments and various areas of government. Ask the
workers what they think, you will be surprised I think sometimes
at the response that you would get back.

Thank you again for having the opportunity to participate today
and good {uck in your effort. God bless you on that.

[The prepared statement of Mr. Altimore follows:]
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L-S ELECTROGALVANIZING COMPANY
A HIGH FERFORMANCE ORGANIZATION IN ACTION

testimony of
F.O. Altimore
Vice President - Business Process Design
LTV Steel Company
before the

Committee on Government Reform and Oversight -
United States House of Representatives

July 14,1995
Cleveland, Ohio

Chair and Members of the Commitiee, thenk you for inviing me here to tastify before
this important hearing. LTV Steel Company supports the efforts currently underway to take a
fresh look at the way the federal government operates and we especially commend the
approach taken by this committes o hold field hearings in order to leam what other
organizations have done to rationlize, reinvent, and reengineer.

1 woulk fike to offer to the Commilttee a description of an innovative, high performance
organization that we have created. It is focused on the customer and involves new approaches
to work systems and organizational structure. | believe that you will find in this presentation
some ideas that could be just s applicable to govemment operations as they ars in the
manufacturing sector.

LSE is a joint venture between LTV Steel, subsidiary of LTV Corporation, and Sumitomo
Meta! industries, Ltd. of Japan (see Chart 1). The “L” stands for LTV Steel, the °S" for
Sumitomo, and the “E” for electro-galvanizing, which is what the company does. Sixty percent
of the LSE organization ls owned by LTV and forty percent by Sumitomo. LSE is, in fact, two
joint venture companies—LS-1l, a fifty-fifty joint venture between LTV Steel and SMI, began
operation in 1961 in Columbus, Ohio.
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Chart 1
Joint Venture Structure
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The L-S Electro-Galvanizing Company (LSE) produces zinc-coated steel for the
automotive industry. It can electrolytically deposit zinc on one or both sides of the steel or
differentialty coat it. LSE uses a technology, developed by Sumitomo Metal Industries, Ltd.
(SMY) in tts Kashima plant in Japan, that consists of twenty vertical plating celle. Steel is
continyously run through a bath of electrolyte between a pair of anodes. The anodes are made
of an insoluble lead silver alloy, and the electrolyte consists of a buffered zinc sulfate solution.
When an electric current is applied between the anodes, the zinc is deposited on the surface of
the strip. About five thousand feet of strip are on line at any one time.

On the entry and exit terminals, the kine speed is eight hundred feet per minute, and the
process runs at 650 fest & minute thyough the ceis. Capacity Is about 400,000 tons a year,
shipped by rail and truck. One hundred percent of the product is designated for the automotive
industry for exposed automotive body panels. '

This is a truly intemational venture in terms of the major components of the facllity. The
electrical systems were supplied by Genersl Elactric, the mechanical systems by Aetna
Standard, the plating section technology by Mitsubishi Heavy industries, and the computer
systems by DEC and Balley Controls.

Design and procurement began in 1984 in a bullding that had been abandoned at LTV
Steel's Cleveland works. The bullding is about 880 feet in length and 460,000 square feet in
area. LSE began Installing new equipment, and one month fater, well before the line was to
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start operations, began hiring the workforce. The piant had a cold run in February 1986 and the
first production in April. LSE produced its millionth ton of steel in August 1988, and its three
miltionth ton in February 1885.

LSE's cumrent workforce consiets of ninety-four employees, all ssiaried. There are
seventy-one bargaining unit people who are also paid a monthly salary rather than an hourty
wage rate. The bargaining unit psople are membars of Local Union 9126 of the United
Stesiworkers of America (USWA). There are twenty-three on the management support team,
including three permanent Sumitomo engineers who act as technical support for the total
operation, although ths Japanese are not directly involved in supervision of the woriforce.

LSE has five crews congisting of fourteen team members and one process
plant runs twenty-one turns a week, seven days a week, around the clock. This is accomplished
by rotsting the five crews, which is an interesting and unique innovation in the United States in
terms of scheduling people.

BEGINNING THE JOINT VENTURE

The joint venture was formed in 1986 in response to customer demand. At the beginning of the
1980’s, automobile companies were competing over who offered the best corrosion protection
warmanties. The only products avaiieble at that time to improve the corrosion resistance of steel
body cars were hot-dipped gaivanized producis. Unfortunately, this process was not capable of
producing the surface quality for exposed auto body paneis such as hoods and fenders.

The electro-gaivanizing process did produce that quality. American companies ke USX
had a imhed capacity to electro-gaivanize steel, but they could coat only one side of the steel.
The technology existed that could slectro-deposit zinc, which provided a much more uniform
coating with much better surface characteristics. However, the necessary material could be
obtained only from offshore producers, principally the Japanese.

Because of the damand from automotive customers, U.S. producers needed fo install an
electro-gaivanizing capabillty. in 1983 and 1884, the steel industry began to search for the
available technology to provide electroplated products for its customers.

LTV has had a long relationship with Sumitomo. in 1962, Sumitomo was installing a new
hot strip miil in Japan and asked LTV to train their operators for this process. This created a
relationship that made Sumitomo receptive to LTV's request, yeare later, for help with the new
electroplating technology.

The joint venture was formed to provide both the technology and the expertise in
operations to produce these products in North Amesica.
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The yesr 1885 was not 8 great year for the steel industry. in LTV's Claveland plant, its
largast fist rolied steel piant, which produced about six million tons of flat rolled steel a year,
there were about twelve hundred stealworkars laid off. it was becoming cbvious that “business
as usual® would not keep LTV compatitive. Changes were nacessary to compets and to
maintain profitabitity and viability in the internsational market.

LTV had an ongoing reistionship with the stealworkers’ union at the international level
through lts colisctive bargaining agresment. in staffing this new facility, LTV sald to the unéon,
“We have a chance 1o try something new and different.” This begen an investigation into better
ways to work with esach other, which led to joint labor-management involvement in participative
systems, which in turn led to the development of the LSE organization. ’

NONTRADITIONAL ARRANGEMENTS

LSE is in a threo-way partnership: with the stesiworkers’ union, with business, and with
government (Tabie 1). LTV and Sumitomo provided the funding, and they also divide the profits.
The business and govemnment partnership was more appiicable at the beginning of the joint
venture. in particutar, the Departrent of Development in Ohio provided considerable help with
grants for infrastructure work and training. The most impartant relationship, however, and the
partnership that has to work every day, is between the warkers and management.

L. . TAmBT
» Unied steatworkars of Ametice end management
o LTV and Sumitomo Metals Indastry
« Business and goverument

In the new organization, the union agrasd to soma very nontraditional arrangements,
with the quid pro quo being that LSE would recrult the initial workforoe from the pool of lald-off
stesiworkars in Cleveland. The iniial group of forty-five ampioysss were selected after a series
of tasts end imerviews. The festing measured aplitude and technical skills, such as
mathematics, mechanical, snd slectrical knowledge. The inlerviews wers then designed to
evaiuate the individuais’ attitude toward and interest in working as & team in a pasticipstive
system involving mutti-skills and varying work sssignments. This group of talanted individuals
was hired and began their training six months In advance of the scheduisd start-up of the line.

The training requiremnents ware very broad. in addition to obvious training on operating
the equipment, cranes, controls, etc., specific training in the technology of the electro-
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and tesm members were sen to Japan for one to two weeks of hands-on training on the sister
line st the Kashima Works of SM1. Fuither, because the organization was aitempting to
implement an entirsly new concept in Managing and organizing work, considerabile time was
spent in taam buliding activities, problem soiving techniques and organtzstional behavior. These
skifis were put to the test when the new group was asked to design ks own organization—
complete with identification of required job functions, required siiil levels, how to man and
schedule the operation, and, moat revoiutionary: how much to pay themseives! The result of
this activity is the LSE organization (Table If).

Responsibilities are handied jointly. Communication and training sre emphasized much
more then in other ererprises. The collective design of the organization has been a sirength
and a challenge. The design was developed not by & few who expected the rest of the '
workforce to simply accept it, but by everyone in the company working togsether (Table Ill). A
vision was developed of what the steady state company would encompass and how the goals
would be achieved, including start-up procedures. Management and the workers identified joint
goals and philosophy.
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Steel industry labor agresments contain many detalls that corporate-level management
and national unions usually do not sliow the local parties to address in traditional labor
contracts. LSE's tabor agreement puts a great desl of responasibliity on the local parties, which
alone can generate a significant number of nontraditional agreements. The labor agreement
defines a participative process in skelaton form, leaving the meat to be put on by the paopie in
the plant (Table V). ’

Pay for knowledge and gainshering are two elements of the psy system considered
nontraditional. In the steel industry, pay for knowiedge involves paying skilled craft workars for
what they know; they do not have to demonsirate their skilts each day in order to be paid.
People are taught as much as they can ieam, and then are paid when they demonstrate
competence. The axpectation is that employees wili do what they know how to do whenever
necessary. Common sense becomes the primary consideration in this approach to pay. This
concept has been rarely, if ever, applied in ather organizations to such a broad scope of duties
that mixes operation and maintenance. For gaingharing, the responsibility for determining what
galn is snd how to share it is in the hands of a committee comprising mainly the bargaining unit.

Tl Muwing o Pidey, My W4, 1995 . [3
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in the early stages at LSE, critics thought that management was letting the “inmates run
the asylum® and that every worker would be at the top pay rate within two years. This did not
happen because responsibility for the pay system was given to the workers—and they behaved
responsibly.

JOINT RESPONSIBILITIES

Considerable time is spent solving problems jointly (Table V), probably much more time than
processing grievances. However, the rewsrds are & higher quality of work and, for employees,
a feeling of working on a worthwhile cause. Many of the issues handied jointly at LSE are
reserved for management in traditiona! ateel plants. For exasmple, managers do not meet new
determine whether the new workers should be brought into the arganization,

« FABLBY .
RESPONSIBILITIES

Scheduling is also done by a bargaining unit commities. Management discusses the
needs of the business with that commities, which develops the schedules. Steel plants operate
around the clock in many operations, and the schedules sometimes seem to have been put
together by a sadist. LSE scheduling commities mambaers were eager to improve on traditions)
scheduling, but the first committee sitempts were frustrating. They soon discoverad that no
matter who works on scheduling, it is not sasy to satisfy everyone. The bargaining unit set out’
to achieve the unaitainable goal of making everyons happy, but members were more
successful when they spread the "misery” around—a much sasier task.

The labor agresment sets parameters. it sets upper and iower limits, for example, on
the pay-for-knowledge system. This is done in a traditionsl way sach time the labor agreement
is renewed, Bu-how people get from the bottom to the top rate depends on the workers in the
systom, who are drawn primarily from the bargaining unit. There are some management
repressntatives on the pay commitise, but they are usually engineers who serve as a resource
for developing skill blocks.
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Standing commitiees at LSE are formed when a need arises to address an issue
participatively. The labor agreement containe an annual review provision that determines
whether a standing committee or a special committee is needed to work on a spedific project.
These committees may or may not meet regularty.

Among the standing committees at LSE is the safety committee, which meets regularty.
The vacation scheduling committes, which sets vacations for the upcoming ysar, is on the other
end of the spectrum, meeting once or twice a year. Many of the items covered in the "Standard
Labor Agresment” are managed by the standing committees.

EMPHASIS ON COMMUNICATION

As noted above, there is an important emphasis on communication at LSE. For example, a day
shift worker (7:00 a.m. to 3:00 p.m.) is expected to be at the plant at 6:15 a.m. to be briefed on
what happened on the previous shift. At the end of that shift, the worker Is expected to stay and
brief the worker on the next shift. Overtime Is paid for these communication times. LSE
established this design slement in 1885, and even though the reaults are hard to quantify, this
“face mesting” is a very real asset in the smooth operation of the company.

LSE is small enough so that all employees can meet once a month. This meeting is not
mandatory, but typically seventy-five to eighty percent of the workforce attend. Each month, the
progress of the company is presented to the entire group, just as it had been presented earlier
to management. All employees need {o know the succassas and faitures of the business. At
LSE, information is geared toward people, rather than managed away from them.

Ancther area that emphasizes communication involves i3 ad hoc problem-solving
teams that are created as the need develops. Customer visits, still snother area stressing
communication, are not unique to LSE, but incorporate some approaches that are unique to the
joint venture. At one of the stamping plants, our peopie can stop in, go on the shop floor, and
ask the line operator, “How are the solutions working to the problems we talked about?”
Informal determinations are then made about solving whatever is left of the problem. Reduction
of scrap rates from five percent to 2ero is an exampie of the results of this retationship.

Cne of LSE's goals Is that every empioyee will maka st ieast one visit per yearto a
customer. These visits are made on an ad hoc basis and through continuous improvement
teams that are formally established jointly by the company and the customer. For example, the
GM Lordstown plant in Ohio has a standing committee consisting of a member of the LSE
team, a customer technical service representstive, and sales person. The commitiee meets
monthly, more frequently if necessary, and works on a specific agenda of projects.
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the next team meeting. This evaluation may lead to revised operating standards or other
changes to accommodate a customer's requirements. These kinds of adjustments are regularly
made at LSE.

EMPHASIS ON TRAINING

LSE e based on training and pay for iknowledge. A program based on pay for knowledge
requires & method to ensure that people can ncrease their sidils. LSE has built multi-giitied, on-
the-job training requirements into ks scheduling patiem. A standing committee ensures that
training needs are determined before & problem arises. This commitiee ilentifies the content of
the training as well as how that training is to be made available. Wil it be available through the
staff of LTV Steel. Or will an instructor have to be brought in from an outside college to tesch
theory. Or can a qualified instructor be found among the team members.

LSE employses are never forced to lesrn a job, but the opportunity is always there.
Employees decide what they will do, providing they sre qualified. Each crew handies jobs
differantly, depending on how that crew regards the job assignments and the available talent
pool. in some cases, during the “face” meeting fifteen minutes before the shift begins, the
process coordinator asks who wants to do what, allowing workers to pick their jobs for the day.

Training is set up so that those who are not qualified to do certsin tasks are able to train
two full weeks, eighty hours a month, to lsam a job. Onca they are competent, they can do that
job at any time. The objective is to teach each team member all the jobs, including maintenance
jobs. This may mean that someone Is packaging colis one day and Is the entry operator the
next day. Another.team might choose to rotate assignments on a weekly basis. This process is
very flexible, but the goal is to rotate all empioyees through all the jobs, switching on a dally or

Some of the treining invoives specific classroom versus on-the-job training. A new
worker gets a base salary that is designated by the labor agresment. Then he or she receives
on-the-job training for process technical sidlis, the skilis associsted with running the fine. The
mpngeommiuum:mw-mmmummmum.wm
the worker's schedule permits training two out of every twenty-five turns. in other words, in a
five-weesk rotating pettem, five days per week, there are two training turns available to jeamn
process technical skilis.

In addition, there are intermediate-level skill biocks, which are maintenance skilig,
associated with fbang the fine. The ine is shut down once a month for planned outage
maintenance, an activity in which there are many training opportunities. Peopie who want to
learn maintenance sidlis do so during the outage time.

P Ninwiags  Peidoy. dey 44, 1995 o



194

For exampie, in 8 plating operation, the slignment of anodes is a critical skill that may
require two outages for 8 worker to laam. When the worker thinks he or she knows how to do it,
that worker is allowed to lead the job the next time, and those involved in the operation,
including the process coordinator, decide during this demonstration whether the employee
knows the skill. Satisfactory completion of the training might add $30-35 a month to the
workers' pay.

There are aiso advanced skilis that require some theory. Uniike on-the-job training, in
which an instructor and a treinee can be scheduled through the actions of a commitiee, @
tachnical school instructor may have to be hired to teach theory. If someone at LSE can teach
theory, classroom time still has to be scheduled, and this is more difficult to arrange than on-
the-job training.

Everyone st LSE feeis ownership in the training program. if something is not quite right,
they fix It; they do not walt until the next iabor agresment to argue about how to fix it. The key to
LSE’s position as a premium supplier in the industry is that the people in the system have
designed the plan that generates their pay.

STRENGTHS
The strengths of the organization can be summarized as folows (Table V1):
O Openness — LSE Is an open organization where psople do not have to make
appointments. They are, however, expected 0 exerciss common courtesy.

Q Involvement — LSE tries to make sure sveryone has a chance to be Involved in some
kind of participative activity. The company does not force participation, but it encourages
peopie to participate in some commitise.

Q Commitment — There is a high levei of commitment at LSE because the comprehension
lovel is high. if people comprehend what they are doing, It is aasier to commit to mutual
goals. Without that undarstanding, commitment and joint purpose are not poasible.

O Team spirit — LSE has had nine years of operation, ncluding some siow periods of low
. automotive demand. The spirit of the team was able to keep the business in focus. Team
membere know as much about the business as most middie managers in a traditional
plant.
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CHALLENGES .
QO Balancing people and production concerns -— The bloom on the participation flower is
very fragile, and the chill winds of production can cause it to wither. But with good tools,
good soid, and good stock, new biooms, as many and as hice a6 before will appear.

Q Time — This resource cannot be over-emphasized. The innovations that LSE has
undertaken take time to accomplish. if this is not realized, trying to make a success story
out of the efforts is difficult. The innovations must be given the time they deserve.

Q Easy to promise. . .hard to kesp — In irying to ensurs that people understand they are
an asset and not a variable cost, management may say something that may be
interpretad as a promise. Although management does not intend to break this “promise,” it
is sometimes perceived that way. Extra care must be taken to aveid promising something
that is difficult to deliver.

LSE is committed to being the number one electro-galvanizing supplier. This is a
challenging goal that cannot be accomplished without the support of both management and the
workforce acting together as partners.

' Labor-management innovations promote an atmosphere of self-worth, respect, and
dignity throughout the company. All members of LSE have been able to realize this, from top
management to individuals who work on the floor. In this type of system, a worker doss not
punch In, do a certain amount of work (or the least amourt that can be gotten away with under
the traditional way), and punch out. At LSE, people go to work because they want to, because
they feel they are needed, and because they make a significant difference.

Puls Mawings s Puiday, July b4, 1009 1
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Questions for Frank O. Altimore

1) Your organization certainly has a new and innovative approach to the daily functions of a
business. I would like some of your opinions on how the federal government structure could
incorporate openness, involvement, and team spirit throughout its agencies and departments.

2) What is your position on the climination of each of the following federal departments:
Commerce, Energy, Education, and Housing and Urban Development?
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LTV Steel Company

July 28, 1995

Honorable William F. Clinger, Jr.

Chairman, Committee on Government Reform and Oversight
Congress of the United States

House of Representatives

2157 Raybum House Office Building

Washington, DC 20515-6143

Dear Congressman Clinger:

Thank you for your kind remarks regarding my participation in your committee’s recent
hearing in Cleveland. It was an honor for me to have that opportunity, and | was
stimulated and encouraged after hearing the testimony of all the participants. | am
particularly impressed with the thoroughness and determination exhibited by you and
your colleagues.

In response to the questions you posed in your letter of July 18, | offer the foliowing
thoughts.

The application of worker participation methods to federal government structure and
activities, | believe, would have significant impact on efficiency, size, and ultimately
cost. There are several key aspects of designing such a system. First, the function,
department, agency, or unit activities should be defined in terms of identifying the
customer of the product or service that it is to provide. Second, what are the
characteristics of that praduct that are required to satisfy the customer. Third, what are
the key variables, or steps, in the process, that impact the product attributes. Forth,
what are the limits or range of variation for each of those variables that must be
controlled to assure the product meets the customer’s requirements. Fifth, how is the
work best organized to accomplish the complete process.

We have found that the best way to implement such a change is to envision the
process from start to finish—draw a “map” or flow chart of the present process. Then,
with a small team, imagine what the process would look like if it worked perfectly. -
Comparing the two process flows will identify many opportunities for improvement, or
better still, may result in a completely new design.
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This type of activity can be carried out in small departments or sections, or can be
applied to very large organizations. The key to achieving results is to break the process
down into small, manageable pieces and assign design teams of the workers involved
in the process to come up with a new design. The result, then, has a high probability of
success because those who have responsibility for the process created the design, and
therefore have true ownership.

This is a very short, cursory answer to a very large question. There are many
companies, like LTV Steel, who have moved toward more worker involvement in the
design of work. Workers have an intimate knowledge of the process they work in—what
works and what doesn't. They represent an untapped resource, and when properly
focused, empowered, and rewarded, produce significant breakthroughs.

With respect to your second question, LTV Steel generally supports efforts to reduce
unnecessary spending and bureaucracy in the Federal Government. We have
extensive interaction with the Department of Commerce and we can offer comments on
current proposals to eliminate or restructure that Department. We have almost no direct
experience with the Department of Education and Housing and Urban Development, so
would find it difficult to remark specifically. Similarly, although we have some
involvement with selected programs of the Department of Energy, they are narrow in

scope and do not give us the perspective from which to discuss the viability of the entire
Department.

With regard to the Department of Commerce, while we vigorously support the current
effort to achieve a balanced budget, cut wasteful Government spending, and
rationalized Government structure, we also recognize the historic role Commerce has
played, as the one Government Agency whose pure mission is to promote U.S.
business interests. Therefore, while some changes may be in order, we think the
essential functions at Commerce must be maintained together in a single Cabinet-
level agency, with adequate funding and personnel.

Over the years, the Department of Commerce, in the trade area especially, has served
the steel industry and the entire U.S. economy extremely well. Following are a few
examples of how Commerce is providing outstanding leadership and service to stee!
and other industries:

a Ever since 1979, when Commerce first took over the job of administering U.S.
antidumping and countervailing duty laws, it has performed this task in a fair,
effective, and impartial manner that has served the U.S. national interest.

a In the closing days of the GATT Uruguay Round talks, Commerce exerted strong

leadership that, in the end, helped preserve the effectiveness of U.S. antidumping
law.
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o Throughout the ongoing Multilateral Steel Agreement (MSA) negotiations,
Commerce has taken a strong and consistent position in defense of a
comprehensive, effective, and enforceable MSA that keeps U.S. trade laws and
trade law rights fully intact.

u Commerce has excelled at developing information on foreign barriers to market
access and providing export-related services to U.S. manufactures-activities which
are increasingly important to the U.S. steel industry and its customers.

a During the NAFTA negotiations and in the period leading up to passage of the bill
implementing the North American Free Trade Agreement, it was often Commerce
that provided the critical analysis to steel and other industries about the potential
benefits and costs of the important agreement.

o Whether it is the U.S. - Japan auto talks or the planning for a hemisphere-wide free
trade agreement, steel and other industries—as well as U.S. trade negotiators—have
come to rely on the substantial regional and industry expertise that exists at
Commerce.

LTV Steel, also supports maintaining the current private sector advisory committee
system which, as previous Congresses and Administrations have recognized, serves
the national interest at virtually no cost to the Government.

Finally, | would like to thank you again for the opportunity to participate in this process,
and wish you and your colleagues every success. America needs it!

Sincerely yours,

F. O. Altimore

Vice President

Business Process Design
LTV STEEL COMPANY
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hMr. CLINGER. Thank you very much, Mr. Altimore, we appreciate
that.

I am now pleased to recognize Karen Kleinhenz.

Ms. KLEINHENZ. My name is Karen Kleinhenz and I am presi-
dent of Society National Bank’s East Region.

On behalf of KeyCorp, I would like to thank you, Chairman
Clinger and members of the committee for giving us the oppor-
tunity to talk with you today.

KeyCorp is a $68 billion multi-bank holding company that cur-
rently operated over 1,400 branches and affiliates in 25 States
stretching from Maine to Alaska.

What I would like to talk about this morning is a little bit about
the strategic planning effort or the corporate restructuring that is
not yet complete at KeyCorp, but in fact we are in the midst of now
as we speak, and that planning effort is called First Choice 2000.
It is probably about this point in my remarks that I would nor-
mally mention that KeyCorp is this country’s 10th largest banking
organization. However, that leads immediately into the reason for
our restructuring and that is what is happening today in the finan-
cial services industry and the rapid consolidation that is taking
place among banks.

When my remarks were drafted, we were indeed this country’s
10th largest bank, but already with two announcements this past
week and most recently in the last couple of days the announced
merger of the National Bank of Detroit and First Chicago, our
scene is changing much more rapidly than we could have ever even
imagined 5 or 10 years ago.

So we need to restructure and think about the way we do busi-
ness for many of the same reasons that my associates have spoken
about, but we are probably an industry that is most recognized as
changing beneath our feet. Our competition is changing, we con-
tinue to compete with the same types of traditional orﬁanizations
that we have in the past, but our competition now includes such
non-bank companies as Sears, GE, Fidelity and so on.

We need to change because lifestyles are changing, demographics
are changing, baby boomers are aging, a tremenﬁous amount of
wealth transfer is just beginning to take place. The way we live
and work is not the same as it was in the not so distant past. Two-
career families, many mothers working outside the home, the way
people would like to access financial service companies, the way
they would like to get their money when they want it, how they
want it, is not the same as the 1950’s 9 to 2:30 hours that most
of us can remember for traditional bank offices. And finally, we
need to change and we want to change because of the rapid techno-
logical revolution that is occurring. 8ur industry is based on tech-
nology and the ability to move funds and move paper and deliver
products and services in very rapid fashion. Technology is going to
change the way people do their banking in the future and society
must respond to that.

We started by first defining where we wanted to go and what our
vision was for the future. And that vision is to be the first choice
of those seeking world class financial products and services. Once
we knew where we wanted to go, we also defined what the core val-
ues of our company were, those basic guiding principles which un-
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derlie and form the foundation of everything we do. And those are
things such as quality, such as Srotecting the integrity of our em-
ployees, of our shareholders and of the communities that we live
and do business in.

From that came First Choice 2000 or the defined strategic plan-
ning initiative, and that has five core ingredients. The first, as has
already been talked about in several ways today, we needed to de-
fine what we did best and we will concentrate now on four core
businesses which we view as our inherent strengths, and those are
community banking, private banking, national consumer finance
and corporate finance.

The next core ingredient was to develop customer segmentation
strategies so we can match responses to needs rather than forcing
customers to adjust their needs to what we have to offer. And sim-
ply put, this is designing our company around segments of cus-
tomers, instead of designing our company around products, which
we hope the customers will ge interested 1n.

The third core ingredient is an emphasis on technology, which I
have already mentioned, through which we can respond in a tai-
lored way to needs and do so quickly.

The fourth is a reliance on sophisticated marketing data so we
can pinpoint customer needs.

And finally, regionalization which will allow us to harvest the ef-
ficiencies of operating as one bank nationally.

The hallmark of our effort involves the customer and really keep-
ing the customer needs and the customers desires at the forefront
of our thinking as we develop these strategies along the way. We
need to balance the needs of all of the stakeholders in our company
and that is the customer, that is the employee, that is the share-
holder group and that is the community. And we have tried to do
that very carefully.

One of the major foundational aspects of what we are doing is
to keep decisionmaking as local as possible, recognizing that ﬁow
we do business here in Cleveland, OH and what the customers in
Cleveland, OH want in their financial services may be similar to
customers across the country, but in fact there are very specific dif-
ferences to different parts of the country, different kinds of cities,
sizes of cities, be they large metropolitan areas, mid-size cities or
rural small towns in which we operate a large number of branch
banks in other parts of the country. So we designed our system
with the user in mind.

In conclusion, I would say that we are feeling quite successful in
that effort and that every aspect of what we are doing, every
project, every action of our jobs is taking place to focus profitably
on satisfying customer expectations whomever that customer may
be, whether that customer be the person who needs the value
priced checking account or that person be someone on the other
end of the scale who is in the market for more sophisticated prod-
ucts and services. We feel our success depends on capable leader-
ship, which not only understands customer expectations, téch-
nology and the global marketplace, but equally as important, as
Frank said, understands people, their responses and their needs as
we craft our strategies for the future. Thank you.

[The prepared statement of Ms. Kleinhenz follows:]
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Testimony Of
Karen R. Kieinhenz
Regional President

A KsyCorp Bank

July 14, 1995

L Introduction
Mr. Chairman:

My name is Karen Klsinhenz, and | am the president of Society National
Bank's East Region.

On behalf of KayCorp, | would like to thank Chairman Clinger,
Representative LaTourette and the Commiiiee for this opportunity to appear
before you today to address issues of Executive Branch reorganization. We're
honored to be part of this distinguished panel and to share some insights on how
one nationwide banking company has reorganized iteelf to best serve our

customers.
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We are part of KeyCorp, which is the nation’s 10th largest banking
company. We have $68 billion in assets and more than 1,400 branch and affiliate

offices In 26 states stretching from Maine to Alaska.

We are the nation’s third largest small business lender, its fourth iargest
agricultural lender, the seventh largest consumer lender, fourth in equipment
leasing and ninth in corporate landing.

| mention these statistics to underscore the breadth and complexity of our
operations. We have eight million customers — which means that our customer
base is the same size as the populations of Sweden and Switzeriand.

These numbers also suggest that ~ while the paraliels are far from perfect
— we as a private company must address on a trans-continental scale some of
the same challenges facing our government: Specifically, how do you best
structure and manage a nationwide organization to deiiver an array of products
and services responsively and efficiently?

As does the federal govemment, we have staffs and offices across the

country on street comers, main streets and in malis in hundreds of communities.

TR
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And we, like the federal govemment, must respond to infinite permutations
of needs and dreams — buying a home in Anchorage, Alaska or Tempa, Florida;
building a business In YWyoming or Vermont; crafting a care-free retirement
wherever one wants — or what is more mundane, getting one’s banking business
done at 10 p.m., after the kids are finally aslesp.

It mey be helpful to this Commities's dellberations if | can briefly outline
some of the ways in which KeyCorp is recrganizing to help our customers meet
those needs and reach those dresams.

II.  Responding Locally; Operating Nationally: Goals and Process

The short answer is “First Choloe 2000," KeyCorp's business strategy for
the next five years. This is our roadmap to banking's future. it concentrates our
efforts on four core business sagments and it puts an emphasis on local control
and decision-making.

It aiso aliows us to respond individually to these spacific and infinitely
variable needs of our customers — whether she be an apple farmer in Central

Washington, a machine shop operator in Dayton, Ohlo or an inner city home
owner in Syracuse, New York.
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The “First Choice 2000" name reflects the aspirations which fuel the
strategy: to be the firet choice as we approach the next century of customers
seeking world class financial products and services; the first choice of employees
because of the ways we manage talent; to be the preferred financial services
inatitutions in our communities, because of our civic invoivement and, from our

sharehoider's standpoint, to be among the top 10 leading financial service firms. 7

The reorganization began last August with an intanse, six month long
reexamination of who we were, what we did best and where we wanted to go.
With the involvement of several consulting firms, over 100 employees from across
the company, including the most senior executives, divided into four project
tsams which set about analyzing our operations.

Historically, KeyCorp has had a strong local presance in communities
across the country. However, we were aiso a national bank. The task has been
to balance our neighborhood responsiveness with the national efficiencies found
in standardizing some products and operations.

These teams came back this past January with their preliminary aynthesis
of a corporate strategy built around core themes and initiatives. The guiding

principls would be to reorganize around customer segments, not around products.
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Such a transformation may seem Herculean for an organization our size.
Indeed, it is a major undertaking that is still underway. Yet, we submit, given the
nature of the American population and given the competitive and cost pressures
oﬂhoﬂmulnwhlehmﬂve.l(hlwwhbhhumud\towmmdk

The strategy has five core ingredients:

1. A concentration on four core businesses, which we see as our
inherent strengths — Communily banking, private banking,
national consumer finance and corporate finance;

2. Customer segmentation sirategies, so we can match responses

to needs, rather than forcing customers to adjust their needs to
what we offer;

3. An emphasis on technology, through which we can respond in a
taiiored way to nesds ~ and do 8o quickly;

4. A meliance on sophisticated marketing dats, 50 we can pin-point
customer needs;

5. And regionalization, which, by 1897, will sllow us to harvest the
efficiencies of operating as one bank nationally.

| might add that this last point, regionalization, is s direct benefil of the
recently passad Interstate Banking act. Without its passage we would still need
to pursue this strategy, but wa would be burdened with operating as 15 separate
banks, with 15 boards, 15 charters, and sl the complications of a more contorted
reguistory mazs.
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it.  The ingredients of Responsive Management

The common intention knitting these organizational elements together is to
respond to the customer. The guiding vision, the pole star as we navigate to the
21st century, is the shift from an organtzation structured around the p_mducts we
offer to one organized around the needs and expectations of our customers.

While this is not a new thought these days, I'd like to elaborats on several

ingredients of our approach to responsive management in financial sarvicea
which may be most relevant to recrganizing government.

Core Businessss: We believe that the future belongs to those who
speclalize. We can't be all things to all peaple. We have chosen to caplitalize on
core relationships and competencies, such as small business and private

banking.

Customer Segmentation: To respond to the different needs of different
markets and customers, employees at the local level have much more authority to
make decisions today — they know their customers; they ve in their communities.
In the future, branches themsasives will be increasingly customized to specific
customer ssgments, auch as retirees or small businesses.
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As 8 result, bank empioyees will need to be more knowisdgeable and
better trained, because they will be serving an advisory role, In such matters as
investment management and financial planning, not simply a sales or clerical role.

Technology: Rapid technological changes are now allowing us to meet the
customer where he's at. He can have control over when and how he banks.
ATMs, 24-hour customer phone support, interactive video banking, the coming of
onine at home banking sl put at our dispossal tools to serve customers that didn't
exist a decade ago.

The United States now has 23 million celiular phone customers — up from
nearly zero a decade ago. It has 38 miilion subscribers to the Internet. Roughly
one-third of all homes have a personal computer — thus setling the stage for
remote banking.

Already at KeyCorp, for example, our 24-hour, 7-day a week telephone
eombrqmm.m,aumdlbudmmoummmda
customer infoline. Thess handie more than 3 million calls a month,

As evidence of these vast new frontiers technology has opened for more
responsive customer service, the staffs at these Centers now, day or night and
immediately, can answer customer questions about their accounts and other
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banking relationships, resoive problems and serve as & 24-hour sales office.
Each month this year, over 2,000 customers have appliad for loans over the
phone. In this, banking's fastest growing delivery channel, customers do their
banking on their schedules, not ours.

Right Time Marketing: Tmhmmﬂ.uﬂ in our
quest for responsive management. We are moving from mass marketing to
targeting demographic segments — and ultimately talioring our marketing o each
customer individuslly.

it is a shift from “mass” to “ma" marketing, one that has been made
possibie, again, by the inmenss, high-spesd procsssing capacity of today's
computer tschnology. For exampie, we have an initiative calied TIM, or Triggered
immediacy Marketing. TIM iets us pin-point other products which may be of
interest to our new loan customers.

It automates the demagraphic, financial and ifestyle Information colected
from 120,000 monthly loan appiications. Analyzing that information, we can
genersts latiers and phane calls 1o new customers about other producis, having
comparad their profiies to the inferests of other, similar cusiomers.
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Granted, in the govemment context, this approach can raise lssues of
privacy and Individual freedom. But the paint Is not the specific application, but
the intention to find ways of responding to constituents and customers as distinct
individuals, living in very diffsrent communities, rather than as undifferentisted
categories living in Anywhere, USA.

IV. The Roots of Change

Let me put in perspective why we have had to change our ways of doing
business. Banks have been loaing markst share — constituents — the past 30
years. Banks have lost much of their dominanca of the financial marketpiace.

o Banks' share of all finencial assets held by financial institutions has
dropped aimost in half, from 40 per cent in 1873 to 25 per cent in 1883;

o Commercial lending at large banks — historically the core of the banking
businass — has dropped from 85 per cent of the tota! short term borrowing
of non-financial companies to 38 per cent;

o Bank’s share of business credit shrank from 45 per cent in 1880 to about
30 per cent by the third quarter of 1993. This is while tota! business credit
in the U.S. grew from $2 TO $3 trilion.

¢ In 1883, the U.S. had thres of the worid’s largest 20 banks in assets;
today, no american bank is in the top 20. (The closest is Citicorp, at 29.)

The largest American finencial institution is American Express. Banks today
must compete with non-banks, such as Sears, Merill Lynch, General Motors and
General Electric.
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The banking Industry, in short, has been forcad to restructure itself
dramatically.

If this historical trend s specific to the banking industry, snother the
Goliath presence of the Baby Boom generation is not. Its impact on the delivery
dm.mmmwm.nmmofwunﬁ.
Between 1990 and 2010, the number of Americans in the 46 to 54 age range —
the post-Worid War || Baby Boomers ~ will Increase by 69 percent.

This generational tida! wave will be shaping the products, services and
delivery systems in banking and government for years shead. One bank
consultant, Edward Furash, explains their banking impact this way:

"The demographics point 10 a generation of Baby Boomers
that is, on the whole, better educated, more sophisticated,
more demanding, and much more comfortable with
than s predecessors. They want control,

|

They will want more products, and more information about those products.
They will demand more contr